1 


m 

* 

# 


^/;no  1778 


« 

* 

0O\TjR-WENDSLL-H0LMES  # 

* 
* 

% 
if 


LIB  RARY 


P  HILLIPS  -  ACADEMY 


•  L 


? 


The  Original  Dale  Creek  Bridge 

Furnished  by  Passenger  Department  of  the  Union  Pacific  System 


History 

OF  THE 

Union  Pacific 

A  Financial  and  Economic  Survey 


By 

NELSON  TROTTMAN 

1  >  > 

Of  the  Wisconsin  Bar 


NEW  YORK 

THE  RONALD  PRESS  COMPANY 

1923 


u 

Copyright,  1923,  by 
The  Ronald  Press  Company 

All  Rights  Reserved 


Iin3t 


PREFACE 


The  railroad  situation  today  constitutes  a  problem  of  far 
greater  moment  than  ever  before.  Permanent  business  pros¬ 
perity  cannot  exist  unless  we  have  a  healthy  and  permanent 
solution  of  the  railroad  problem.  The  story  of  the  Union 
Pacific  shows  the  vitality  of  a  rightly  located  railroad,  and  its 
power,  under  competent  management,  of  working  free  from 
the  handicaps  of  financial  exploitation,  and  becoming  a  source 
of  profit  to  its  stockholders  and  of  service  to  the  entire  com¬ 
munity. 

The  Union  Pacific  together  with  its  western  connection,  the 
Central  Pacific,  was  the  first  and  for  many  years  the  only  trans¬ 
continental  railroad.  The  sixty  years  of  its  existence  saw  the 
opening  up  of  the  western  half  of  the  country,  and  in  this  vast 
development  the  Union  Pacific  bore  a  chief  part.  In  later 
years,  as  a  Harriman  road,  the  Union  Pacific  has  been  identi¬ 
fied  with  perhaps  the  greatest  of  American  railway  operators. 
Yet  though  the  road  has  often  been  in  the  limelight,  its  dramatic 
story  has  never  been  assembled  in  its  entirety.  The  present 
work  gives  a  general  account  of  the  Union  Pacific  Railroad 
from  its  birth  during  the  Civil  War,  in  1862,  to  the  annual 
report  of  the  directors  for  the  fiscal  year  ending  December  31, 
1921,  after  the  return  of  the  railroads  to  private  control  follow¬ 
ing  the  World  War. 

Many  important  lessons  are  to  be  learned  from  the  suc¬ 
cessive  stages  of  Union  Pacific  history:  the  launching  of  the 
road  with  fervid  but  hasty  enthusiasm  and  in  a  peculiar  degree 
with  national  backing;  the  profligacy  and  chicanery  of  old- 
time  railroad  management,  by  which  resources  and  good  will 
were  alike  thrown  away;  the  collapse  and  receivership;  the 
speedy  revival  and  expansion  in  the  hands  of  a  competent 
management;  the  final  stage  of  close  governmental  supervision 
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of  private  initiative  culminating  in  the  Railroad  Administration 
and  the  Esch-Cummins  Law  of  1920. 

The  peculiar  relations  long  subsisting  between  the  United 
States  government  and  the  Union  Pacific  bring  out  the 
bungling,  bureaucratic  processes  of  government  and  the  great 
dangers  of  uninformed  public  opinion,  often  demanding  legis¬ 
lation  the  effect  of  which  is  to  punish  the  men  of  today  for  the 
misdeeds  of  the  former  generation  and,  in  the  process,  imposing 
a  heavy  handicap  on  legitimate  business  development. 

The  personal  testimony  of  the  early  promoters,  of  the  Credit 
Mobilier  people,  of  Jay  Gould,  Russell  Sage,  and  other  specu¬ 
lators  of  the  past  generation,  and  in  more  recent  times  of  E.  A. 
Harriman,  Otto  H.  Kahn,  and  their  associates,  is  voluminous 
and  readily  accessible  among  the  government  publications. 
There  exists  also  a  mass  of  documentary  evidence  in  the  shape 
of  reports,  court  records,  and  similar  data.  This  abundant 
source  material  makes  it  possible  to  present  the  full  financial 
and  economic  history  of  this  great  railroad  company,  the  char¬ 
acter  of  its  relations  with  the  federal  government,  and  the 
account  of  the  process  by  which  the  Union  Pacific  expanded 
from  a  single  stretch  of  main  line  a  thousand  miles  in  length 
to  the  great  system  which  the  road  controls  and  operates  today. 

Nelson  Trottman. 

Milwaukee,  Wisconsin, 

August  25,  1923. 
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CHAPTER  I 


THE  PACIFIC  RAILROAD  ACTS 

Isolation  of  the  Pacific  Slope 

Soon  after  the  United  States,  in  1848,  added  to  its  pos¬ 
sessions  vast  tracts  of  territory  in  the  far  west  and  on  the 
Pacific  Coast,  the  construction  of  a  Pacific  railroad  became 
one  of  the  absorbing  problems  of  the  day.  There  was  general 
apprehension  that  failure  on  the  part  of  this  nation  to  build 
a  transcontinental  railroad  might  eventually  mean  the  loss  of 
California.  The  isolated  settlements  of  California  were  sepa¬ 
rated  from  the  Mississippi  Valley  by  a  stretch  of  mountain 
and  desert  land  nearly  2,000  miles  wide,  and  the  ease  with 
which  a  foreign  power  might  successfully  invade  the  state  was 
one,  but  not  the  only,  danger  which  menaced  American  pos¬ 
session.  The  bonds  which,  during  the  fifties,  held  California  to 
the  Union  were  largely  sentimental.  Its  people  were  American 
by  birth  and  in  sympathies  but,  being  separated  from  “The 
States”  by  hundreds  of  miles  of  uninhabited  and  mountainous 
territory,  were  to  all  intents  and  purposes  independent  of  the 
central  authority.  The  difficulties  and  dangers  of  western 
transportation  were  great,  and  these  difficulties  and  dangers 
were  experienced  in  full  measure  by  the  national  government 
when,  in  1857,  it  attempted  to  enforce  the  federal  laws  against 
Mormonism  in  Utah.  The  overland  route  to  California  con¬ 
sumed  more  time  and  was  thought  far  more  hazardous  than 
the  long  voyage  by  way  of  Panama  or  around  Cape  Horn. 
California’s  senators  and  representatives  usually  made  the 
journey  to  Washington  by  way  of  the  Isthmus  of  Panama. 
The  trip  consumed  from  434  to  5  weeks.  In  the  days  of  the 
“forty-niners”  it  had  required  a  whole  summer,  from  early 
in  May  until  September,  to  travel  overland  in  a  “prairie 
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schooner”  to  California.  In  1858,  the  establishment  of  a 
regular  stage  line  shortened  the  time,  so  that  the  trip  from  the 
Missouri  River  to  California  could  thereafter  be  made  in  about 
one  month.1  But  hostile  Indians  and  the  perils  of  starvation 
and  thirst  in  what  was  then  known  as  the  “Great  American 
Desert”  made  this  trip  overland  dangerous,  as  well  as  long, 
difficult,  and  expensive. 

On  the  discovery  of  gold  in  1848  men  swarmed  into  Cali¬ 
fornia.  In  two  years,  by  1850,  with  a  population  of  over 
100,000,  it  was  admitted  into  the  Union.  The  necessity  for 
solving  the  problem  of  far  western  transportation  was  still 
further  increased  by  the  growth  of  sporadic  settlements  in 
Colorado  and  the  development  of  mining  in  the  Pike’s  Peak 
region  in  the  late  fifties.  During  the  same  decade  Nevada’s 
great  silver  mines  began  to  attract  prospectors ;  but  all  western 
development  was  retarded  by  the  lack  of  adequate  transporta¬ 
tion  facilities.  As  western  mining  camps  grew  in  number  the 
“commerce  of  the  prairies”  increased  in  importance,  and  the 
government  established  and  maintained  army  posts  at  heavy 
expense  for  the  protection  of  the  overland  trade  routes  of  the 
western  plains  against  Indian  attacks.  Fort  Leavenworth, 
Fort  Kearney,  Fort  Riley,  Fort  Laramie,  Fort  Bridger,  are  a 
few  of  the  better-known  posts.  But  the  protection  which 
these  posts  afforded  to  western  travel  was  by  no  means  ade¬ 
quate.  They  were  few  in  number,  the  distances  between  the 
several  posts  were  great,  and  the  transportation  of  troops  and 
supplies  was  slow  and  very  costly. 

Early  Railroad  Surveys 

Early  in  the  decade  from  1850  to  i860  several  lines  of 
railroad  had  been  built  uniting  the  important  cities  of  the 
east  with  the  middle  west.  These  lines  were  at  first  made  up 
of  comparatively  small  independent  connecting  roads,  and 
would  not  now  be  considered  through  lines.  The  first  of 


1  F.  L.  Paxson,  The  Last  American  Frontier,  New  York,  1910,  pp.  178,  180. 
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these  lines  forming  a  connecting  system  between  New  York 
and  Chicago  was  opened  in  1853,*  2 *  and  lines  were  building 
westward  into  Missouri  and  the  “Granger”  country  of  Illinois, 
Wisconsin,  and  Iowa.  The  first  suggestion  of  building  a 
railroad  to  the  Pacific  seems  to  have  been  made  as  early  as 
1 832/  at  a  time  when  railroad  building  and  operation  were 
still  in  the  experimental  stage.  The  Oregon  boundary  ques¬ 
tion  was  settled  with  Great  Britain  in  1846,  and  California 
was  ceded  to  the  United  States  in  1848,  and  toward  the  close 
of  the  forties  men  were  beginning  to  urge  upon  the  public  the 
feasibility  and  necessity  of  building  a  Pacific  railroad.  The 
most  prominent  of  these  early  enthusiasts  was  Asa  Whitney, 
a  New  York  merchant  of  large  means  who  as  early  as  1840 
foresaw  the  great  future  of  the  railroad,  and  how  great  would 
be  its  influence  in  the  development  of  civilization.  He  believed 
a  Pacific  railroad  would  become  an  important  thoroughfare  for 
Oriental  trade  as  well  as  a  great  domestic  commercial  highway, 
and  conducted  a  vigorous  campaign  for  its  construction.  To 
this  end  he  devoted  his  time  and  his  fortune.  During  the 
forties  and  early  fifties  he  published  many  articles  and  kept 
up  a  constant  agitation;  he  memorialized  Congress  session 
after  session  to  take  some  action  toward  the  construction  of  a 
Pacific  railroad;  and  he  conducted  some  surveys  in  the  west 
at  his  own  expense.4  Whitney  spent  his  declining  years  in 
Washington  in  obscurity  and  comparative  poverty,  but  he 
lived  to  see  the  fulfilment  of  his  hopes  when,  on  May  10,  1869, 
the  last  spike  was  driven  in  the  first  transcontinental  railroad. 

In  1853  Congress  appropriated  $150,000  to  make  explora¬ 
tions  and  surveys  “to  ascertain  the  most  practicable  and  eco¬ 
nomical  route  for  a  railroad  from  the  Missouri  River  to  the 
Pacific  Ocean. ”5  The  following  surveys  were  made;  the 

*  F.  L.  Paxson,  Early  Railroads  in  the  Northwest,  in  the  Transactions  of  the 
Wisconsin  Academy  of  Sciences,  Vol.  XVII,  Pt.  I. 

8  The  “Emigrant,”  a  weekly  paper  published  at  Ann  Arbor,  Michigan  Territory, 

No.  12,  Vol.  Ill,  Feb.  6,  1832. 

4  J.  P.  Davis,  The  Union  Pacific  Railway,  Chicago,  1894,  Ch.  II. 

6  10  Stat.  L.  219. 
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northernmost,  along  the  forty-fifth  parallel;  the  next,  along 
the  forty-second  parallel;  and  farther  south,  one  along  the 
thirty-seventh  parallel,  one  along  the  thirty-fifth  parallel;  and 
the  southernmost  along  the  thirty-second  parallel.* * * 6  These  sur¬ 
veys  correspond  roughly  with  the  present  routes  of  the  North¬ 
ern  Pacific,  the  Union  Pacific,  the  Missouri  Pacific-Denver  and 
Rio  Grande,  the  Santa  Fe,  and  the  Southern  Pacific  roads. 
The  true  value  of  these  surveys  was  the  proof  they  offered 
that  the  building  of  a  Pacific  railroad  was  not  a  visionary,  but 
a  practical,  project.  During  the  fifties  the  Pacific  railroad 
question  was  the  subject  of  many  debates  in  Congress;  numer¬ 
ous  Pacific  railroad  mass  meetings,  at  which  the  building  of 
the  road  was  strongly  advocated,  were  held  throughout  the 
country;  state  legislatures  adopted  resolutions  urging  its  con¬ 
struction  ;  and  had  it  not  been  for  sectional  differences  between 
the  north  and  south,  the  work  would  probably  have  been  under¬ 
taken  before  the  Civil  War. 

The  Pacific  Railroad  in  Politics 

By  the  year  1855  the  general  sentiment  throughout  the 
nation  favored  the  building  of  a  railroad  to  the  Pacific.7  There 
were,  however,  two  principal  causes  which  delayed  the  under¬ 
taking:  one,  the  difficulty  of  financing  the  project;  the  other, 
conflicting  sectional  interests.  The  Pacific  railroad  was  to 
be  a  national  undertaking  for  the  benefit  of  the  whole  country; 
but  constitutional  scruples  and  questions  of  expediency  stood 
in  the  way  of  a  government-built  and  operated  road.  Private 
capital  could  not  be  expected  to  undertake  a  project  involving 
such  great  financial  risk  as  building  a  Pacific  railroad  without 
receiving  in  some  form  governmental  aid.  The  national  gov¬ 
ernment  had  been  following  a  policy  of  making  large  grants 
of  land  to  railroad  companies  in  order  to  foster  the  construc- 

®  The  reports  of  these  surveys  have  been  published  in  eleven  large  volumes.  Sen. 

Exec.  Docs.  No.  78,  33rd  Cong.,  2nd  sess.  (serial  Nos.  758-768  inclusive).  An  addi¬ 

tional  volume  has  been  published  as  House  Exec.  Docs.  No.  56,  30th  Cong.,  1st 

sess.  (serial  No.  1054). 

7  I'axson,  The  Last  American  Frontier,  pp.  192,  21 1. 
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tion  of  new  roads.  A  land  grant  would  not  offer  sufficient 
inducement  to  capital  to  bring  about  the  building  of  a  Pacific 
railroad,  as  public  opinion  of  that  period  believed  that  the 
entire  region  west  of  the  Missouri  River  was  a  barren  desert.8 
It  was,  moreover,  well  understood  that  whatever  route  might 
be  adopted,  a  Pacific  railroad  would  pass  through  a  moun¬ 
tainous  region,  and  popular  belief  greatly  exaggerated  the 
expense  and  the  engineering  difficulties  involved  in  building  a 
road  over  the  Rocky  Mountains.  A  liberal  subsidy  would 
have  to  be  provided  in  addition  to  a  land  grant  in  order  to 
induce  private  capital  to  undertake  the  work. 

In  either  event,  whether  the  road  was  to  be  government- 
built  and  owned  or  government-aided,  congressional  action 
was  necessary;  but  to  secure  this  prerequisite  there  was  need 
of  a  greater  degree  of  harmony  among  the  members  of  the 
national  legislature  than  obtained  during  the  stormy  decade 
just  before  the  Civil  War.  The  south  wanted  a  southern 
route.  It  was  partly  with  the  idea  of  securing  a  route  for  a 
southern  Pacific  railroad  that  the  Gadsden  purchase  was 
made,  in  1853. 9  The  north  wanted  a  northern  or  a  central 
route.  Neither  section  would  yield  to  the  other.  During  the 
fifties  there  were  proposed  in  Congress  a  number  of  bills  which 
aimed  at  harmonizing  sectional  differences  and  at  reaching  an 
agreement  which  would  permit  the  road’s  construction.  The 
most  comprehensive  of  these  compromise  suggestions  was  that 
made  in  1855  by  Senator  Stephen  A.  Douglas,  who  proposed 
a  Pacific  railroad  bill  which  provided  for  a  northern,  a  central, 
and  a  southern  road,  each  to  be  constructed  under  federal  aid 
in  the  form  of  a  land  grant  and  a  bonus  of  government  bonds. 
Senator  Douglas’  bill  apparently  satisfied  the  southern  senators, 
for  it  passed  the  Senate  on  February  19,  1855  J10  but  it  was  not 
satisfactory  to  the  north,  and  so  it  failed  to  pass  the  lower 

8  Ibid.,  p.  ix. 

•James  Schouler,  History  of  the  United  States  of  America,  New  York,  1904, 
Vol.,  V,  p.  293. 

10  Cong.  Globe,  33rd  Cong.,  2nd  sess.,  p.  314. 
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house.  Thus  sectional  differences  eflWf  u 

gressional  action.  effectually  prevented  con- 

The  Republican  platform  of  i  i  . 

granting  federal  aid  for  the  construct'56  dfda^d  ln  favor  of 
So  did  the  Republican  platform  of  860^  Tfu 
Democratic  party  was  divided  into  a  tu  "  hat  year  the 
wing;  but  both  Wings  of  that  mrt  northern  and  a  southern 
bihty  of  granting  aid  to  encoura*/  agreed  on  the  advisa- 
road.13  While  neither  the  north  4°  build  the 

the  other  regarding  the  route  thT  V  T”*  W0U'd  yie,d  to 
r~«c  railroad,  and  „s  willin^  a 

group  of  private  can  italic  i  g  nt  bberaI  aid  to  any 

U.efenrf.siota  dX;  „  ”  °  “d 

settlement  of  ,h,  «st,  a  railrUto  the *"d 
necessity.  Questions  of  expedient  n  f 3  ™litary 
the  old  doubts  of  strict  construct^  *  ^  t0  ^  back£round 
tutionality  of  granting  federal  aRUo^  refardl”g  **  COnsti_ 
ments.  There  was  even  some  talk  f  7^  •  ‘nternal  imProve- 
'tself  build  and  operate  the  rmrt  7  lavlng  the  government 
country's  ^  **Iy  **  element  of 

but  questions  of  exnedienc^  m  H  favored  the  idea;14 
Prevented  the  serious  considerat^  T  C°nstitutional  scruples 
construction  and  operation  of  a  T  ^  ^  p,a"  lo°king  to  the 
Preponderating  sentiment  of  tl  g°Vernment-°wned  road.  The 
ently  in  favor  of  en ^  h  T  f  **  time  was  aPP- 

“  ss,  * — 

railroad,  the  Civil  War^ve' toth"1^  .P°Stp°ning  the  Pacific 
ultimately  carried  it  through  t  ^  ^  'mPetus  which 

‘he  chief  obstacle  to  the  fa  “7  ^  Session  removed 

~^F-h  m  k  P  ^  °f  a  Padfic  radroad  bill  for 

r^“”a<^”tS9r  P,a,f0™S  -  an  Political  Parties, 
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the  southern  senators  and  representatives,  who  had  refused  to 
vote  for  any  bill  to  aid  a  road  unless  it  were  to  run  south  of 
the  thirty-seventh  parallel,  were  no  longer  members  of  Con¬ 
gress!  Soon  after  the  war  broke  out  a  delicate  international 
situation  gave  rise  to  the  gravest  alarm  lest  California  should 
be  lost.  In  1861  occurred  the  famous  Mason  and  Slidell  inci¬ 
dent,  which  brought  this  nation  very  near  to  a  war  with  Eng¬ 
land.  The  north  feared  that  in  case  such  a  war  were  to  break 


out,  the  seizure  of  our  possessions  on  the  Pacific  by  England 
could  not  be  prevented.  It  was  reported  in  the  House  of 
Representatives  that  the  British  Pacific  fleet  had  received  orders 
to  seize  California  in  the  event  of  a  war  between  Great  Britain 
and  the  United  States.15  Fortunately  this  threatened  war  was 
averted,  but  the  fear  of  a  possible  attack  upon  California  re¬ 
mained  notwithstanding  the  settlement  of  the  Mason  .and 
Slidell  affair.  The  Pacific  slope,  including  California  with  its 
great  mineral  wealth,  lay  practically  defenseless  against  foreign 
aggression.  Without  quick  and  safe  transportation  facilities  it 
would  be  difficult  to  hold  this  territory  against  a  foreign  enemy 
in  the  event  of  war.  The  pages  of  the  Congressional  Globe  are 
convincing  evidence  that,  in  the  popular  mind,  the  military 
feature  of  the  proposed  Pacific  Railroad  was  the  paramount 
consideration  in  1861  and  1862.  Such  a  railroad  was  a 
national  military  necessity,  required  by  the  defenselessness  of 
the  Pacific  Coast,  by  Indian  disturbances  which  compelled  the 
government  to  police  the  plains  at  an  enormous  expense  for 
the  transportation  of  troops  and  supplies,  and  by  the  widely 
felt  need  of  binding  the  Union  together  more  firmly.16  The 
commercial  and  economic  importance  of  the  road  was  at  that 
time  a  secondary  consideration.17 


15  Speech  of  Rep.  Sargent,  Cong.  Globe,  37th  Cong.,  1st  sess.,  p.  1595-  . 

It  seems  to  have  been  for  this  reason  that  the  road  was  named  the  Union 
Pacific." 

17  For  a  complete  discussion  of  the  history  of  the  passage  of  the  Pacific  Railroad 
Act,  see  Davis,  The  Union  Pacific  Railway,  pp.  19-135;  also  White,  The  History  of 
the  Union  Pacific  Railway,  Chicago,  1895,  PP-  1-16;  Paxson,  The  Last  American 
Frontier,  Chs.  XII,  XIII;  and  the  Pacific  Railroad  debates  in  the  Cong.  Globe,  37th 
Cong.,  and  sess. 
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The  Act  of  1862 

Such  was  the  general  situation,  when  in  June,  1862,  Con¬ 
gress  passed  the  first  Pacific  Railroad  Act.  The  motive  that 
inspired  its  liberal  grants  of  land  and  credit  is  indicated  by 
its  title,  which  reads:  “An  Act  to  aid  in  the  Construction  of  a 
Railroad  and  Telegraph  Line  from  the  Missouri  River  to  the 
Pacific  Ocean,  and  to  secure  to  the  Government  the  Use  of 
the  same  for  Postal,  Military  and  Other  Purposes.”18 

The  conflicting  local  interests  of  different  northern  com¬ 
munities  influenced  the  form  in  which  the  bill  was  finally 
passed.  St.  Louis  wished  to  be  on  the  main  line;  so  did 
Chicago,  Sioux  City,  Atchison,  and  other  Missouri  River 
and  middle  west  towns.  To  fix  the  western  terminus  at  San 
Francisco x>r  Sacramento  was  a  simple  matter;  but  it  was  diffi¬ 
cult  to  agree  upon  the  eastern  terminus.  Apparently  for  the 
purpose  of  placating  rival  local  communities,  the  act,  instead 
of  concentrating  national  effort  on  one  line,  provided  for  the 
construction  of  a  four-pronged  system.  The  act  chartered  a 
corporation,  which  was  to  be  known  as  the  Union  Pacific 
Railroad  Company,  and  authorized  this  company  to  build  a 
line  of  railroad  and  telegraph  to  the  eastern  boundary  of  Cali¬ 
fornia.  The  “initial  point”  of  this  railroad  line  was  to  be  “on 
the  hundredth  meridian  of  longitude  west  from  Greenwich, 
between  the  south  margin  of  the  valley  of  the  Republican 
River  and  the  north  margin  of  the  valley  of  the  Platte  River, 
in  the  Territory  of  Nebraska,  at  a  point  to  be  fixed  by  the 
President  of  the  United  States,  after  actual  surveys”;  that  is, 
near  Fort  Kearney,  in  the  center  of  Nebraska  Territory,  249 
miles  west  of  Omaha.  From  this  “initial  point”  four  several 
branches  were  to  extend  eastward  to  the  cities  of  Sioux  City, 
Omaha,  Atchison,  and  Kansas  City.  The  Union  Pacific  Rail¬ 
road  Company  was  to  build  the  “Iowa  branch,”  that  is,  the 
line  from  Omaha,  on  the  eastern  boundary  of  Nebraska,19 

18  12  Stat.  L.  489. 

19  Strictly  speaking,  the  road  was  to  begin  at  “a  point  on  the  Western  boundary 
of  Iowa,  to  be  fixed  by  the  President  of  the  United  States.”  President  Lincoln  fixed 
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westward  to  the  “initial  point”  on  the  hundredth  meridian.  A 
Kansas  corporation,  the  Leavenworth,  Pawnee,  and  Western 
Railroad  Company,  was  to  construct  the  branch  from  Kansas 
City  to  the  hundredth  meridian.  The  Hannibal  and  St. 
Joseph  Railroad,  a  Missouri  company,  was  authorized  to  build 
westward  from  St.  Joseph  through  Atchison  until  it  should 
effect  a  junction  with  the  Kansas  City  branch,  ioo  miles  west 
of  the  Missouri  River.  The  act  provided  that  as  soon  as  a 
railroad  through  Minnesota  or  Iowa  should  connect  Sioux 
City  with  the  east,  the  Union  Pacific  Railroad  Company  was 
to  build  a  branch  to  Sioux  City.  It  was  intended  that  these 
four  lines  should  converge  towards  and  meet  at  the  “initial 
point,”  near  Fort  Kearney;  and  from  that  point  the  Union 
Pacific  was  to  continue  to  build  westward  to  the  eastern 
boundary  of  California.  The  Central  Pacific  Railroad  Com¬ 
pany  of  California,  a  corporation  already  existing  under  the 
laws  of  California,  was  to  construct  that  portion  of  the  through 
line  which  lay  within  that  state.  Whichever  of  these  two 
roads,  the  Union  Pacific  or  the  Central  Pacific,  should  first 
reach  the  California  state  line  was  to  build  eastward  or  west¬ 
ward,  as  the  case  might  be,  until  it  effected  a  junction  with 
the  other.20 

The  effect  of  this  act,  therefore,  was  to  incorporate  the 
Union  Pacific  Railroad  Company  and  to  authorize  that  com¬ 
pany  to  build  a  line  of  railroad  and  telegraph  from  the  Mis¬ 
souri  River  to  California.  A  board  of  162  commissioners 
was  named  in  the  act  who  were  to  open  books  of  subscription 
to  the  capital  stock  in  the  “principal  cities  of  the  country.” 
The  authorized  capital  stock  of  the  company  was  limited  to 
$100,000,000,  or  10,000  shares  of  $1,000  each.  The  act  re¬ 
quired  subscribers  to  the  stock  to  pay  the  par  value  of  their 


this  point  “within  the  limits  of  the  township  in  Iowa  opposite  the  Town  of  Omaha,  in 
Nebraska  *  * 

20  The  requirement  that  the  Union  Pacific  build  the  Sioux  City  branch  was 
changed  in  1864;  that  branch,  from  Sioux  City  to  Fremont,  Nebraska,  a  station  on  the 
main  line  of  the  Union  Pacific,  was  later  built  by  the  Sioux  City  and  Pacific  Railroad 
Company.  The  branch  extending  west  of  Atchison  was  constructed  by  a  corporation 
known  as  the  Central  Branch  Union  Pacific  Railroad  Company,  (See  map,  page  13O 
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subscriptions  in  cash:  io  per  cent  at  the  time  of  subscription, 
the  balance  in  semiannual  assessments  of  5  per  cent  each.  As 
soon  as  2,000  shares  had  been  subscribed  and  10  per  cent 
thereon  paid  in,  the  subscribers  were  authorized  to  organize 
and  to  elect  officers  and  a  board  of  directors.  The  directors 
were  to  be  fifteen  in  number,  two  of  whom  were  to  be  ap¬ 
pointed  by  the  President  of  the  United  States.  These  “gov¬ 
ernment  directors”  were  to  own  no  stock  in  the  company,  but 
were  to  represent  the  interests  of  the  government. 

Land  Grant  and  Bond  Subsidy 

The  United  States  granted  to  the  Union  Pacific  Railroad, 
and  to  the  other  companies  mentioned  in  the  act,  a  right  of 
way  through  the  public  lands,  and  agreed  to  extinguish  Indian 
titles  where  they  conflicted  with  the  interests  of  the  railroads. 
In  addition  to  the  right  of  way,  the  United  States  made  to 
each  of  the  companies  a  grant  of  ten  alternate  sections  of 
public  land,  five  full  sections  on  each  side  of  the  track,  for 
each  mile  of  railroad  that  was  built.  Mineral  lands  were 
specifically  excepted  from  the  grant,  but  timber  lands  were 
included.  Lands  not  sold  or  disposed  of  within  three  years 
after  the  road’s  completion  were,  under  the  terms  of  the  act, 
subject  to  pre-emption  at  $1.25  per  acre,  to  be  paid  to  the 
company.  Land  patents  were  to  be  issued  upon  the  applica¬ 
tion  of  the  respective  companies  as  each  consecutive  40  miles 
were  completed  to  the  satisfaction  of  three  government  com¬ 
missioners  appointed  for  the  purpose  of  examining  and  report¬ 
ing  upon  the  progress  and  condition  of  the  road. 

The  act  provided  further  that  as  each  consecutive  40  miles 
of  railroad  were  constructed  upon  the  level  plains,  the  Secre¬ 
tary  of  the  Treasury  was  to  issue  to  the  Union  Pacific,  or  to 
any  of  the  other  companies,  as  the  case  might  be,  bonds  of 
the  United  States  at  the  rate  of  $16,000  per  mile  of  completed 
road.  For  150  miles  west  from  the  eastern  base  of  the  Rocky 
Mountains,  and  for  150  miles  east  from  the  western  base  of 
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the  Sierra  Nevadas,  where  the  mountains  were  expected  to 
add  greatly  to  the  cost  of  construction,  the  bond  issue  was  to 
be  $48,000  per  mile.  For  the  portion  of  the  route  lying  be¬ 
tween  the  Rockies  and  the  Sierras,  the  bond  subsidy  was  fixed 

$32>ooo  per  mile.  The  bonds  so  issued  were  to  be  United 
States  30-year  6  per  cent  currency  bonds.  They  were  de¬ 
clared  by  the  act  to  constitute  a  loan ;  and  to  secure  the  repay¬ 
ment  to  the  government  of  both  principal  and  interest,  their 
issue  and  delivery  to  the  company  receiving  them  was  to  con¬ 
stitute,  ipso  facto,  a  first  mortgage  upon  its  line  of  railroad 
and  all  appurtenances  thereto. 

The  companies  receiving  this  aid  were  required  to  keep  their 
roads  in  repair,  and  to  be  ready  to  perform  such  services  by 
way  of  transporting  mails,  troops,  and  supplies,  as  the  gov¬ 
ernment  might  require.  Such  compensation  as  the  govern¬ 
ment  should  properly  owe  the  companies  for  their  services 
was  to  be  retained  by  the  United  States  and  applied  to  the 
payment  of  the  bonds  and  the  interest  thereon.  After  “said 
road  is  completed”  5  per  cent  of  the  net  earnings  of  each  com¬ 
pany  was  to  be  applied  annually  toward  extinguishing  its  debt 
to  the  government. 

Until  the  entire  road  from  the  Missouri  River  to  Cali¬ 
fornia  was  completed,  the  government  was  to  retain  25  per 
cent  of  the  bonds  to  be  issued  for  the  level  portion  of  the 
Union  Pacific  east  of  the  hundredth  meridian,  and  for  the 
level  portion  of  the  Central  Pacific  west  of  Sacramento,  and 
15  per  cent  of  the  bonds  to  be  issued  for  the  more  difficult 
region  between  the  hundredth  meridian  and  Sacramento. 
Failure  of  any  one  of  the  companies  to  comply  with  the  con¬ 
ditions  of  the  act  was  to  work  a  forfeiture  of  its  franchise; 
but  any  company  complying  with  its  provisions  was  to  be 
entitled  to  its  benefits. 

1  he  act  provided  also  that  the  iron  used  in  the  construction 
and  equipment  of  the  road  should  be  American.  This  re- 
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quirement,  which  was  admittedly  intended  to  benefit  the 
domestic  iron  industry,  greatly  increased  the  ultimate  cost  of 
construction.  Another  provision  gave  to  Congress  the  power 
to  reduce  rates  whenever  the  net  earnings  of  the  entire  road21 
for  any  one  year  should  exceed  10  per  cent  of  the  road’s  cost. 
Congress  also  reserved  the  right  to  add  to,  alter,  amend,  or 
repeal  this  act,  having  due  regard  for  the  rights  of  the  com¬ 
panies  named  therein. 

Since  the  bonds  were  United  States  bonds,  the  interest 
thereon  after  their  issuance  was  paid  by  the  government.  This 
act,  however,  contained  no  definite  provision  regarding  the 
time  when  the  companies  were  to  repay  this  interest.  Interest 
was  to  be  repaid ;  but  whether  repayment  was  to  be  made  semi¬ 
annually,  or  when  the  bonds  matured,  was  left  doubtful. 
This  appears  to  have  been  done  purposely.  An  amendment 
requiring  the  companies  to  repay  to  the  government  the  semi¬ 
annual  interest  within  30  days  after  it  fell  due  was  voted 
down.22  It  appears  from  the  debates  in  Congress  that  the 
annual  sum  to  be  retained  by  the  government  for  transporta¬ 
tion  was  expected  to  be  sufficient  to  meet  the  interest  as  it 
accrued. 

It  should  also  be  observed  that  while  the  railroads  were  to 
pay  annually  into  the  United  States  Treasury  ‘'5  per  cent  of 
their  net  earnings,”  net  earnings  were  not  defined.  Moreover, 
while  the  government  retained  the  right  to  regulate  rates  when 
net  earnings  should  exceed  10  per  cent  of  the  cost,  not  only 
were  net  earnings  not  defined,  but  there  is  no  suggestion  as 
to  how  the  term  “cost”  should  be  construed.  This  statute, 
apparently  plain  as  to  its  intent,  was  loosely  drawn,  and  in 
the  unhappy  obscurity  of  certain  of  its  provisions  were  the 
seeds  of  bitter  contention  and  future  litigation  over  its  con¬ 
struction. 

21  It  is  impossible  to  say  whether  the  phrase  “entire  road”  refers  to  the  Union 
Pacific  alone,  or  includes  the  other  lines  named  in  the  act.  This  is  one  of  the 
ambiguous  sections  of  the  act. 

22  Cong.  Globe,  37th  Cong.,  2nd  sess.,  p.  1911. 
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Early  Organization 


This  act  was  approved  by  President  Lincoln  on  July  i, 
1862.  Six  months  later,  on  January  8,  1863,  work  commenced 
in  a  half-hearted  way  on  the  Central  Pacific;  but  upon  the 
Union  Pacific  work  was  not  begun  until  December,  1863. 
In  accordance  with  the  provisions  of  the  statute,  the  board  of 
commissioners  appointed  to  receive  subscriptions  to  the  stock 
of  the  Union  Pacific  Railroad  Company  opened  books  of  sub¬ 
scription.  A  few  patriotic  individuals”  subscribed  small 
amounts  in  order  “to  save  the  charter.”  By  the  fall  of  1863 
the  sum  of  $2, 177,000  had  been  subscribed,  on  which  10  per 
cent  had  been  paid  in.23  As  more  than  2,000  shares  had  been 
subscribed  and  10  per  cent  thereon  paid  in,  it  was  now  pos¬ 
sible  to  effect  a  permanent  organization.  This  was  done  in 
October,  1863.  General  John  A.  Dix,  a  prominent  citizen  of 
New  York  state,  who  had  taken  50  shares  of  stock,  was 
elected  president.  This  man  was,  however,  either  unable  or 
unwilling  to  take  active  charge  of  the  company’s  affairs,  al¬ 
though  nominally  he  remained  president  for  several  years.24 
After  its  organization,  the  real  control  of  the  company  was  in 
the  hands  of  the  vice-president,  Dr.  Thomas  C.  Durant,  a  New 
York  promoter  who  had  in  some  way  become  interested  in 
the  Union  Pacific  Railroad. 

Two  months  after  the  company  was  organized,  the  first 
ground  was  broken  at  Omaha,  on  December  2,  1863.  The 
company  made  a  few  surveys  and  began  some  grading  and 
preliminary  work  near  Omaha.26  The  small  sum  paid  in  on 
the  stock  was  expended,  and  in  addition,  the  company  incurred 
obligations  amounting  to  over  $200,000  for  iron,  cars,  loco¬ 
motives,  ties,  and  grading.  No  more  funds  being  forthcom- 


Lep°ff  ^°*  78,  42nd  Cong.,  3rd  sess.  (serial  No.  1577).  The  select 
WU^ritCeri?f-  thc  on  the.  Affairs  of  the  Union  Pacific  Railroad^  (Hon.  J  M 

JSed  tohtsThen)<‘Wn^nrtp.andt»eStlT°ny’  p-  •  740.  This  report  will  be  hereafter 
.  to, as  the  .Wilson  Report  ;  references  in  Roman  numerals  refer  to  the  report 
proper,  references  in  Arabic  numerals  refer  to  the  testimony.  P 

of  stock  thCSe  Car3y  suubscribers  were  men  who  took  small  amounts 

ot  stock  merely  to  lend  their  names  to  the  project,  while  others  who  subscribe 

speculators  or  promoters  of  doubtful  reputation.  (See  Davis,  The  Union  Pacific  Rail- 

9  P*  *  I  O.  ) 

26  Wilson  Report,  p.  63,  testimony  of  T.  C.  Durant. 
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in g,  work  stopped.  The  company  sold  a  portion  of  the 
materials  which  it  had  purchased  in  order  to  meet  some  of 
its  obligations.26 

Whether  the  Union  Pacific  project  failed  to  attract  capital 
because  of  the  tremendous  financial  risk  involved  in  the  con¬ 
struction  and  operation  of  such  a  road,  or  because  individuals 
prominently  connected  with  the  company  failed  to  inspire  con¬ 
fidence  in  their  integrity  and  soundness  of  judgment, i7  the 
work  came  to  a  standstill.  To  pass  a  Pacific  Railroad  Act 
was  one  thing,  and  to  induce  responsible  capitalists  to  build 
the  road  was  another.  In  1864  it  seemed  unlikely  that  the 
road  would  ever  be  built  under  the  act  of  1862. 

In  the  early  spring  of  1864,  Vice-President  Durant  and 
some  of  his  associates  went  to  Washington  to  obtain  increased 
grants  for  the  railroad.  Although  they  met  with  considerable 
opposition,  for  many  of  the  members  of  Congress  were  op¬ 
posed  to  any  further  grants,  and  a  few  were  in  favor  of  having 
the  national  government  itself  undertake  the  work  rather  than 
subsidize  a  private  company,28  nevertheless  the  promoters  suc¬ 
ceeded  in  inducing  Congress  to  pass  a  bill  making  grants  and 
subsidies  greatly  in  excess  of  the  aid  given  by  the  act  of  1862. 
Since  the  grants  made  in  the  earlier  statute  had  been  insuffi¬ 
cient  to  invite  capital  to  embark  on  the  undertaking,  many 
members  believed  that  larger  inducements  should  be  offered. 
Other  members  preferred  to  vote  for  such  a  bill  rather  than  go 
on  record  as  opposing  the  construction  of  the  Pacific  railroad. 
So  far  as  members  from  the  western  states  were  concerned, 
and  especially  from  the  states  of  California  and  Oregon,  they 
were  eager  to  grant  any  subsidy  in  order  to  insure  the  road’s 
construction.  The  advocates  of  increased  grants  were  further 
supported  by  the  fact  that  President  Lincoln  was  known  to  be 

28  Ibid. 

27  According  to  Davis,  men  of  standing  among  the  subscribers,  such  as  General 
Dix,  were  not  active  in  the  management;  the  reputation  of  the  company  suffered  from 
the  fact  that  it  was  known  to  be  controlled  by  men  like  Durant  and  George  Francis 
Train.  (See  Davis,  The  Union  Pacific  Railway,  pp.  116  ff.) 

28  See  speech  of  Rep.  Pruyn  in  the  House,  Cong.  Globe,  38th  Cong.,  1st  sess., 
P-  3149. 
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strongly  in  favor  of  additional  aid.29  A  bill  providing  for 
larger  subsidies  was  passed  in  June,  1864,  and  on  July  2  it 
received  President  Lincoln’s  signature.30 

The  Act  of  1864 

The  amendatory  act  provided81  that  the  capital  stock  of  the 
Union  Pacific  was  to  be  limited  to  1,000,000  shares  of  $100 
each,  instead  of  100,000  shares  of  $1,000  each.  The  total 
number  of  directors  was  increased  from  fifteen  to  twenty,  and 
the  number  of  government  directors  was  increased  from  two 
to  five.  The  land  grant  was  doubled,  so  that  for  each  mile 
of  completed  railroad  the  company  was  to  receive  twenty  sec¬ 
tions  of  land,  ten  alternate  sections  on  each  side  of  the  track. 
Mineral  lands,  which  the  earlier  act  had  exempted  from  the 
land  grant,  were  now  declared  not  to  include  coal  and  iron 
lands.  Under  the  new  act  the  company  was  entitled  to  re¬ 
ceive  land  patents  and  subsidy  bonds  as  each  20  miles  of  road 
were  completed  and  accepted,  instead  of  being  required  to 
wait  until  the  completion  of  each  40  miles,  as  provided  in  the 
act  of  1862.  These  provisions  applied  to  the  Central  Pacific 
and  to  the  branch  lines,  as  well  as  to  the  Union  Pacific. 

The  most  immediately  important  concession,  however,  was 
that  part  of  the  act  which  authorized  each  of  these  companies 
to  issue  its  own  first  mortgage  bonds  on  its  “railroad  and  tele¬ 
graph  lines  to  an  amount  not  exceeding  the  amount  of  the 
bonds  of  the  United  States,  and  of  even  tenor  and  date,  time 
of  maturity,  rate  and  character  of  interest  with  the  bonds 
authorized  to  be  issued  to  said  railroad  companies  respectively” ; 
and  which  provided  further  that  the  lien  of  the  government 
subsidy  bonds  be  subordinated  to  the  lien  of  these  first 
mortgage  bonds  of  the  several  companies,  except  as  to  “the 

29  Wilson  Report,  p.  551,  testimony  of  Cornelius  Bushnell;  speech  of  Oakes  Ames, 
Cong.  Globe,  42nd  Cong.,  3rd  sess.,  p.  1723;  Gen.  Dodge,  How  We  Built  the  Union 
Pacific  Railway,  p.  11. 

30  In  the  House  of  Representatives  the  vote  was  70  to  38,  74  not  voting.  (Cong. 
Globe,  28th  Cong.,  1st  sess.,  p.  3267.) 

81  13  Stat.  L.  356. 
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transmission  of  dispatches  and  the  transportation  of  mails, 
troops,  munitions  of  war,  supplies  and  public  stores  for  the 
Government  of  the  United  States.”32  Thus  by  changing  its 
lien  securing  its  loan  from  a  first  mortgage  to  a  second  mort¬ 
gage,  the  government  made  it  possible  for  these  companies 
to  borrow  additional  sums  on  roads  which  were  largely  built 
with  the  moneys  loaned  by  the  government. 

The  act  of  1864  made  two  other  important  concessions. 
Instead  of  requiring  the  companies  to  apply  toward  the  pay¬ 
ment  of  the  subsidy  bonds  the  entire  amount  due  them  for 
services  performed  for  the  government  after  the  roads  were 
completed,  the  companies  were  by  this  act  permitted  to  collect 
from  time  to  time  one-half  of  the  sum  due  them  on  the  gov¬ 
ernment’s  account.  The  act  of  1864  also  not  only  repealed 
that  section  of  the  former  act  which  provided  that  the  govern¬ 
ment  was  to  retain  a  portion  of  the  bond  subsidy  until  the 
roads  were  completed;  but  it  was  now  provided  that  when 
the  railroad  companies  had  prepared  a  portion  of  their  road¬ 
beds  for  the  superstructure,  subsidy  bonds  for  the  portions 
so  prepared  equal  to  two-thirds  of  the  amount  to  which  the 
companies  would  be  ultimately  entitled  should  be  issued  to 
them  in  advance  of  the  track-laying,  the  other  third  to  be 
reserved  until  the  rails  were  laid.  This  provision  was  limited, 
however,  to  the  work  between  the  eastern  base  of  the  Rockies 
and  the  western  base  of  the  Sierras. 

The  provision  regarding  the  Sioux  City  branch  was  modi¬ 
fied,  so  that  responsibility  for  its  construction  was  taken  away 
from  the  Union  Pacific  Railroad  Company  and  entrusted  to 
a  separate  corporation.33 

How  Dr.  Durant  and  his  fellow-promoters  worked  to 
obtain  these  increased  grants  and  enormous  concessions  will 

82  By  this  exception  it  was  evidently  intended  to  preserve  to  the  government  its 
prior  rights  to  the  use  of  the  railroads  of  the  several  companies  for  the  purposes  above 
enumerated,  as  against  any  rights  the  first  mortgage  bondholders  might  otherwise  be 
entitled  to. 

83  This  branch,  which  was  built  by  the  Sioux  City  and  Pacific  Railroad  Company, 
never  became  important  as  a  part  of  the  Pacific  railroad  system.  The  branch  was 
built  for  the  subsidy,  and  subsequently  became  part  of  the  Chicago  and  Northwestern 
system. 


20 


HISTORY  OF  THE  UNION  PACIFIC 


probably  never  be  known  definitely.  What  went  on  behind 
the  scenes  in  Washington  at  this  time  will  doubtless  remain  a 
sealed  book.  A  subsequent  investigation  disclosed  the  fact  that 
in  spite  of  the  desperate  condition  of  the  Union  Pacific  treas¬ 
ury,  the  sum  of  $435>754-21  was  spent  in  Washington  during 
this  time,  and  was  charged  upon  the  company’s  books  as  a 
“suspense  account.”34  No  vouchers  were  ever  produced  re¬ 
garding  the  disposition  of  this  money.  Nearly  all  of  it  was 
entered  in  the  name  of  Dr.  Durant.  While  there  is  no  proof 
that  this  money  was  used  improperly  to  influence  members  of 
Congress,  no  satisfactory  explanation  of  the  disposition  of 
this  large  sum  has  ever  been  made.  One  lobbyist,  a  lawyer 
named  Joseph  B.  Stewart,  subsequently  admitted  having  re¬ 
ceived  $30,000  for  his  individual  services  in  procuring  the 
passage  of  the  act  of  1864, 35  but  refused  to  disclose  how  a  sum 
amounting  to  over  $200,000  which  passed  through  his  hands 
was  disbursed.36  Stewart  declared  that  his  professional  honor 
to  his  clients  and  his  unwillingness  to  disclose  their  private 
business  transactions  were  the  reasons  for  his  refusal  to  explain 
how  this  money  was  spent. 

The  passage  of  an  act  making  increased  grants  was  at 
one  time  doubtful,  owing  to  the  jealousies  of  rival  localities 
and  the  conflicting  interests  of  rival  branches  of  the  Pacific 
railroad.37  A  portion  of  this  curious  “suspense  account”  was, 
it  appears  from  the  evidence,  expended  in  quieting  the  rivalry 
of  these  branches  and  of  these  localities.38  A  fair  inference 
is  that  all  of  this  money  was  in  some  form  or  other  used  in 
lobbying.  Many  have  believed  and  asserted  that  this  fund  was 
a  corruption  fund  used  to  corrupt  members  of  Congress ;  but 
on  this  point  nothing  definite  has  been  established.39  The  con- 

«  )y.ilson  Report,  p.  137,  copy  of  account. 

1  il* 1.,’  p-  I7S>  testimony  of  J.  B.  Stewart. 

®  Jb\d.,  p.  177,  testimony  of  Stewart. 

1  Ibid,.,'  pp.  127,  128,  testimony  of  Durant;  pp.  173-179,  testimony  of  Stewart; 
and  the  testimony  of  other  witnesses.  See  Cong.  Globe,  38th  Cong.,  1st  sess.,  pp.  2376 

2403,^2404,  and  other  places. 

T  PP*  I0S  ff->  testimony  of  Durant;  pp.  299  If.,  testimony  of  Oliver  Ames. 

38  Ibid.,  p.  XVIII. 
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stant  presence  of  paid  lobbyists,  whose  business  it  was  to  secure 
additional  aid  for  the  Pacific  railroads  is  frequently  referred 
to  in  the  debates  of  Congress  over  this  question,  in  1864.  It 
is  interesting  to  note  that  among  these  lobbyists  was  a  notor¬ 
ious  and  erratic  promoter,  named  George  Francis  Train.40 

The  Pacific  Railroad  Acts  of  1862  and  1864  form  the  char¬ 
ter  of  the  first  Union  Pacific  Railroad  Company.  The  Union 
Pacific  and  the  other  companies  named  were  to  receive  an  un¬ 
conditional  grant  of  land  of  twenty  sections  for  each  mile,41 
as  well  as  a  30-year  loan  of  United  States  bonds  at  the  rate 
of  $16,000,  $32,000,  or  $48,000  a  mile,  respectively,  according 
to  an  arbitrary  division  of  the  line,  based  on  anticipated  diffi¬ 
culties  of  the  construction.  The  acts  contemplated  that  the 
additional  funds  necessary  for  the  work  should  be  raised  by 
means  of  stock  subscriptions  and  first  mortgage  bonds.  Dr. 
Durant  and  his  friends  were  apparently  satisfied  with  the  in¬ 
creased  grants  made  by  the  act  of  1864,  and  proceeded  now  to 
place  a  portion  of  the  work  under  contract. 

The  Pacific  Railroad  Acts  are  among  the  most  extraordi¬ 
nary,  as  well  as  important,  acts  ever  passed  by  Congress.  Con¬ 
gressional  grants  of  land  in  aid  of  railroads  were  not  unusual 
both  before  and  after  the  Civil  War;  but  this  is  the  only  in¬ 
stance  where  the  national  government  aided  a  railroad  by 
practically  guaranteeing  a  portion  of  its  bonded  debt.  Al¬ 
though  the  grants  were  generous,  the  obstacles  which  ap¬ 
parently  stood  in  the  way  of  the  road’s  completion  were  large, 
and  in  the  eyes  of  many,  insuperable.  The  situation  as  it  was 
in  1862  is  well  summed  up  in  the  words  of  one  of  the  repre¬ 
sentatives  who  spoke  in  favor  of  the  passage  of  the  act  of 
1862 : 

This  road  could  never  be  constructed  on  terms  applicable 
to  ordinary  roads.  Every  member  of  the  committee  knows 

"  Cong.  Globe,  38th  Cong.,  1st  sess.,  p.  3149.  speech  of  Rep.  Washburne  of 
Illinois. 

41  The  clause  of  the  act  of  1862  which  opened  to  pre-emption  lands  not  sold  or 
disposed  of  within  three  years  became  a  dead  letter. 
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that  it  is  to  be  constructed  through  almost  impassible  moun¬ 
tains,  deep  ravines,  canons,  gorges,  and  over  arid  and  sandy 
plains.  The  Government  must  come  forward  with  a  liberal 
hand,  or  the  enterprise  must  be  abandoned  forever.  The 
necessity  is  upon  us.  The  question  is  whether  we  shall  hold 
our  Pacific  possessions,  and  connect  the  nations  on  the  Pacific 
with  those  on  the  Atlantic  Coast,  or  whether  we  shall  abandon 
our  Pacific  possessions.42 

■  42  Cong.  Globe,  37th  Cong.,  1st  sess.,  p.  1912,  speech  of  Rep.  Holman.  The 

Pacific  railroad  legislation  is  exhaustively  discussed  from  the  historical  and  political 
standpoint  in  Davis,  The  Union  Pacific  Railway. 
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CHAPTER  II 

THE  HISTORY  OF  THE  CONSTRUCTION 

CONTRACTS 

U 

Construction  Company  Method  of  Railroad  Finance 

The  acts  of  1862  and  1864  contemplated  a  railroad  which 
was  to  be  built  with  money  raised  from  three  sources :  cash 

•  •  .  «RW!  ** 

subscriptions  to  the  capital  stock,  a  government  subsidy,  and 
first  mortgage  bonds.  Congress  unfortunately  failed  to  take 
into  consideration  one  important  economic  fact,  which  was 
that  the  method  of  financing  railroad  construction  by  means  of 
cash  subscriptions  to  the  capital  stock  was  then  no  longer  em¬ 
ployed  in  the  construction  of  new  railroads.  Formerly  this  had 
been  done,  with  the  result  that  the  money  invested  in  early 
railroads  was  usually  lost.  To  invest  money  in  the  stock  of  a 
projected  railroad  had  been  found  to  be  extremely  hazardous. 
At  best,  dividends  could  be  expected  only  after  a  long  period 
of  waiting.  The  experience  of  early  railroad  promoters  stimu¬ 
lated  the  development  of  some  scheme  whereby  the  danger  of 
loss  in  new  railroad  construction  would  be  eliminated  and  the 
chances  of  profit  to  the  promoters  made  less  uncertain.  The 
desired  end  was  attained  through  the  construction  company. 
For  some  reason  railroad  bonds  inspired  a  confidence  which 
railroad  stock  did  not,  so  that  it  was  much  easier  to  float  a 
bond  issue  than  to  secure  stock  subscriptions.  Railroad  pro- 
moters  learned  that  by  issuing  mortgage  bonds  they  could 
usually  raise  the  capital  necessary  to  build  their  roads.  By 
organizing  themselves  into  a  construction  company,  promoters, 
as  controlling  stockholders  of  the  railroad  company,  could  vote 
construction  contracts  to  themselves  at  exorbitant  prices.  The 
actual  cost  of  construction  could  be  met  out  of  a  bond  issue, 
and  it  was  often  found  possible  to  bond  a  road  at  a  figure  con- 
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siderably  in  excess  of  its  probable  cost.  The  aim  of  railroad 
promoters  was  to  pay  in  as  little  as  possible  on  the  stock  which 
would  usually  be  gratuitously  issued  to  themselves,  and  to  raise 
as  much  capital  as  possible  out  of  a  bon'd  issue.  By  this  ex¬ 
pedient  the  financial  risk  fell  on  the  bondholder,  while,  if  the 
road  proved  a  success,  the  promoters,  who  were  stockholders 
in  the  construction  company,  would  receive  whatever  advan¬ 
tage  might  go  with  ownership  of  the  stock,  besides  salaries, 
jobs,  and  employment,  and  dividing  whatever  profits  might  be 
made  by  the  construction  company.  Only  a  small  percentage 
of  a  railroad  company’s  stock  represented  actual  investment.1 

If  capitalists  had  found  that  it  was  an  uncertain  financial 
venture  to  employ  the  stock  subscription  method  in  construct¬ 
ing  a  new  railroad  in  the  east  or  middle  west,  there  was  infi¬ 
nitely  greater  hazard  in  risking  money  in  the  stock  of  a  railroad 
which  was  to  run  for  hundreds  of  miles  through  an  unin¬ 
habited  region,  a  great  part  of  which  was  desert  land,  through 
a  country  where  there  was  little  expectation  of  the  local  traffic 
necessary  to  sustain  a  railroad.  Indian  disturbances  and  the 
expense  of  crossing  a  high  range  of  mountains  added  to  the 
risk.  That  such  a  railroad,  much  as  the  nation’s  interests  de¬ 
manded  its  construction,  should  not  invite  capital  to  subscribe 
to  its  stock  was  to  be  expected. 

Nevertheless,  while  its  construction  involved  serious  risks, 
the  Union  Pacific  Railroad  was  the  potential  owner  of  large 
assets.  A  generous  land  grant,  which  the  building  of  a  rail¬ 
road  would  make  valuable,  would  become  available  as  fast  as 
the  track  was  laid.  The  company  was  also  to  receive  a  subsidy 
of  government  bonds  which,  while  they  were  to  be  an  obliga¬ 
tion  of  the  road,  were  not  to  mature  for  30  years.  The  obso¬ 
lete  cash  stock  subscription  method  of  railroad  building  did  not 
commend  itself  to  Vice-President  Durant  and  his  fellow-pro¬ 
moters,  who  desired  a  more  immediate  and  a  surer  return.  To 

1  For  a  comprehensive  outline  of  this  phase  of  the  history  of  American  railroad 
construction,  see  an  article  by  Charles  Francis  Adams,  Jr.,  entitled  “Railroad  Inflation,” 
in  the  North  American  Review,  Jan.  1869. 
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get  possession  of  the  road’s  assets  by  diverting  them  from  the 
corporation  to  themselves  as  individuals  was  their  object. 
This  end  they  could  attain  by  the  familiar  method  of  organ¬ 
izing  themselves  into  a  construction  company  and  voting  to 
themselves  the  contracts  for  the  road’s  construction.  The 
amendatory  act  of  1864  increased  the  assets  which  would  be¬ 
come  available  after  each  20-mile  stretch  of  road  was  built. 
The  land  grant  was  doubled,  and  the  railroad  company  was 
permitted  to  issue  its  own  first  mortgage  bonds,  which  were  to 
be  a  lien  prior  to  that  of  the  government  loan.  The  total  poten¬ 
tial  resources  of  the  railroad  therefore  included  first  mortgage 
bonds,  government  bonds,  a  land  grant  of  twenty  sections  a 
mile,  and  whatever  subordinate  securities  or  stock  it  might  sub¬ 
sequently  be  possible  to  issue.  The  construction  company 
method  was  employed.  The  promoters  let  construction  con¬ 
tracts  to  themselves  at  excessive  prices,  and  as  a  consequence 
the  capitalization  of  the  completed  road  was  nearly  double  the 
amount  which  was  actually  expended  in  the  work. 

The  Hoxie  Contract 

In  May,  1864,  a  committee  of  the  Union  Pacific  officials 
was  appointed  to  let  a  contract  for  a  portion  of  the  road’s  con¬ 
struction.* 2  On  the  8th  of  the  following  August  this  committee 
received  a  formal  proposition  from  a  Mr.  Herbert  M.  Hoxie 
for  the  construction  and  equipment  of  the  first  hundred  miles 
of  railroad  west  of  Omaha.  Hoxie  was  an  employee  of  the 
company,  and,  it  seems,  his  means  were  so  limited  as  to  be  out 
of  all  proportion  to  the  magnitude  of  the  undertaking3;  but 
Mr.  Durant  and  his  associates  found  it  convenient  for  their 
purposes  to  use  his  name.  On  September  23,  1864,  the  com¬ 
pany  formally  accepted  Hoxie’s  proposition.  A  contract  was 
drawn  up,4  by  the  terms  of  which  the  contractor  agreed  to  build 

9  Wilson  Report,  p.  63,  testimony  of  Durant. 

8  Ibid.,  p.  256,  testimony  of  Oliver  Ames.  This  statement  agrees  with  most  of 
the  testimony,  but  one  witness  testified  to  the  contrary.  See  p.  151,  testimony  of 

Oliver  W.  Barnes. 

4  For  copy  of  the  contract,  see  Wilson  Report,  Pt.  2,  p.  2. 
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and  equip  ioo  miles  of  railroad,  including  side-tracks  not  to 
exceed  6  per  cent  of  the  main  line,  at  $50,000  per  mile.  In 
case  the  railroad  company  wished  to  have  ties  burnetized,6  the 
additional  expense,  16  cents  for  each  tie,  was  to  be  borne  by 
the  company.  The  contractor  was  not  required  to  expend  over 
$85,000  for  any  one  bridge;6  nor  was  he  required  to  spend  over 
$5,000  per  mile,  or  $500,000  in  the  aggregate,  for  station 
buildings,  machinery,  tanks,  or  equipment.  Any  excess  in 
the  cost  of  iron  over  $130  a  ton  was  to  be  borne  by  the  com¬ 
pany.  The  contractor  on  his  part  agreed  to  guarantee  funds 
on  the  company’s  first  mortgage  bonds  at  80  per  cent  of  their 
par  value,  and  on  the  company’s  land  grant  mortgage  bonds 
at  70  per  cent  of  their  par,  and  to  subscribe,  or  cause  to  be 
subscribed,  $500,000  to  the  capital  stock  of  the  Union  Pacific 
Railroad  Company. 

On  October  4,  1864,  eleven  days  later,  the  contract  was 
extended  to  the  hundredth  meridian,  247  miles  west  of  Omaha; 
and  the  amount  which  the  contractor  agreed  to  subscribe  to 
the  company’s  capital  stock  was  increased  to  $i,ooo,ooo.7 
Three  days  later  Hoxie  agreed  to  assign  his  contract  to  such 
persons  as  Durant  should  designate.  On  the  same  day,  five 
men,  T.  C.  Durant,  Cornelius  Bushnell,  C.  A.  Lambard,  H.  S. 
McComb,  and  H.  W.  Gray,  drew  up  an  agreement  by  which 
they  together  subscribed  $1,600,000  to  carry  out  the  Hoxie 
contract.8  Each  one  of  these  five  men  was  to  have  an  interest 
in  whatever  profits  might  be  made  out  of  the  contract  in  pro¬ 
portion  to  the  amount  of  his  subscription. 

Hoxie  never  was  expected  to  carry  out  the  contract.  As 
soon  as  he  obtained  it  he  transferred  it  to  the  five  men  named 
above.  The  first  four  who  were  named  were  directors  of  the 
railroad  company,  while  Mr.  Gray  was  a  stockholder.  These 

6  Burnetizing  is  a  process  by  which  ties  are  chemically  treated  so  that  they  become 
more  durable.  This  process  was  necessary  in  the  case  of  the  cottonwood  lumber  which 
made  up  a  large  part  of  the  tie  supply  of  the  Union  Pacific. 

*  The  reason  for  this  provision  was  that  there  was  one  bridge  a  short  distance  west 
of  Omaha  which  was  expected  to  cost  $100,000. 

7  Wilson  Report,  Pt.  2 ,  p.  4. 

8  Ibid. 
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men  therefore  became  the  contractors  who  were  to  build  the 
road.  For  their  relatively  small  initial  outlay  they  would 
receive  the  excessive  contract  price  in  government  subsidy 
bonds,  company  first  mortgage  bonds  at  80  cents  on  the  dollar, 
land  grant  bonds  at  70  cents  on  the  dollar,  and  stock  of  the 
railroad  company.  Although  the  charter  required  stock  sub-* 
scriptions  to  be  paid  in  cash  at  par,  this  provision  was  evaded 
by  the  clause  in  the  contract  under  which  the  contractors  bound 
themselves  to  subscribe  to  the  stock.  The  intention  was  that 
the  contractors  should  subscribe  to  the  railroad  company’s 
stock  and  pay  for  it  with  a  check;  the  same  check  without 
going  through  the  bank  would  be  returned  to  the  contractors 
as  a  payment  on  account  of  the  contract.  They  called  this  a 
“cash”  transaction.  It  was  the  method  actually  carried  out 
later,  and  by  reason  of  the  excessive  contract  price  amounted 
substantially  to  issuing  the  stock  as  a  gratuity.9  The  amount 
of  cash  which  these  men  had  invested  in  the  stock  of  the  rail¬ 
road  company,  which  gave  them  control  of  its  management, 
was  trifling  compared  with  the  profits  which  they  hoped  to 
make  out  of  the  construction. 

The  chief  engineer  of  the  company  in  1864  was  Peter  A. 
Dey.  Mr.  Dey  had  made  numerous  surveys  over  the  general 
route  of  the  projected  road,  and  he  had  estimated  the  cost  of 
its  construction  at  about  $30,000  a  mile  for  the  first  hundred 
miles,  and  $27,000  a  mile  for  the  next  hundred.  These  esti¬ 
mates,  according  to  Mr.  Dey,  were  extremely  liberal,  even 
taking  into  account  the  excessive  cost  of  labor  and  materials 
during  the  war.10  Dey  submitted  this  estimate  to  Vice-Presi¬ 
dent  Durant;  but  Durant  instructed  him  to  raise  his  figures, 
on  the  ground  that  the  embankments  provided  in  Dey’s  esti¬ 
mates  were  not  sufficiently  wide,  and  that  his  proposed  grade 
over  the  hills  just  west  of  Omaha  was  too  steep.  Dey  reluct- 

9  Wilson  Report,  p.  250,  testimony  of  Oliver  Ames. 

10  Ibid.,  p.  240,  testimony  of  Dey;  also  see  Sen.  Exec.  Docs.  No.  51,  50th  Cong., 
1st  sess.  (serial  Nos.  2505-2509,  inclusive),  being  the  report  of  and  testimony  taken  by 
the  United  States  Pacific  Railway  Commission  of  1887;  p.  1426,  testimony  of  Dey. 
This  document  will  hereafter  be  referred  to  as  “Pac.  Ry.  Com.” 
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antly  obeyed  Durant’s  instructions.  He  raised  his  estimate  to 
$50,000  a  mile,  his  new  specifications  calling  for  heavy  embank¬ 
ments  where  he  thought  such  embankments  were  not  needed, 
and  for  a  reduction  of  the  grade  to  a  point  which  he  believed 
impracticable.11  Late  in  the  fall  of  1864  he  received  a  copy 
of  the  Hoxie  contract.  This  contract  adopted  the  contract 
price  of  Dey’s  second  estimate,  $50,000  a  mile,  but  disregarded 
his  revised  specifications  and  provided  for  a  road  of  the  same 
physical  character  called  for  by  his  first  estimate. 

The  contract  price  of  $50,000  a  mile  was  very  much  in 
excess  of  what  Dey  believed  it  would  cost  to  build  the  road 
under  the  Hoxie  specifications.  By  the  terms  of  the  contract, 
$5,000  a  mile  was  to  be  the  maximum  amount  which  the  con¬ 
tractor  was  required  to  spend  above  the  amount  necessary  for 
iron,  grading,  ties,  and  track-laying.  This  sum,  Dey  believed, 
was  utterly  insufficient  to  cover  the  items  which  it  was  intended 
to  cover.  The  cost  of  iron  to  the  contractor  was  limited  to 
$130  a  ton,  or  about  $13,000  per  mile.12  The  large  margin  of 
$32,000  per  mile  remained,  out  of  which  the  contractor  was 
required  to  pay  only  the  cost  of  ties  and  grading.  By  the  con¬ 
tract  the  company’s  securities  were  scaled  down  to  80  per 
cent  in  the  case  of  the  first  mortgage  bonds  and  to  70  per  cent 
in  the  case  of  the  land  grant  bonds,  so  that  the  road’s  corporate 
obligations  were  correspondingly  increased.  The  practical 
effect  of  the  contract,  according  to  Mr.  Dey,  was  virtually  to 
compel  the  railroad  company  to  pay  about  $60,000  a  mile  for 
the  construction.  An  enormous  burden  of  debt  was  therefore 
placed  upon  the  road  at  the  very  outset.  As  it  appeared  to 
Dey,  his  second  and  larger  estimate  was  merely  an  attempt  on 
the  part  of  the  officers  to  justify  this  contract,  while  the  addi¬ 
tional  work  which  his  later  specifications  required  was  not  to 
be  performed. 

When  Dey  saw  that  his  professional  advice  was  thus  dis- 

Com-*  testimony,  p.  1425;  Wilson  Report,  p.  676,  testimony  of  Dey. 

iTi  ,  s  Hsed  wei&hed  56  pounds  to  the  yard,  so  that  the  cost  of  iron  amounted 
to  slightly  less  than  $13,000  per  mile  if  iron  cost  $130  a  ton. 
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regarded  in  such  an  important  matter,  he  resigned.  His  letter 
of  resignation  reads  as  follows:13 

Engineer's  Office, 

Union  Pacific  R.  R., 

Omaha,  Dec.  7,  1864. 

Dear  Sir:  I  hereby  tender  you  my  resignation  as  chief 
engineer  of  the  Union  Pacific  Railroad,  to  take  effect  Dec. 

30,  1864,  one  year  from  the  date  of  my  appointment.  I  am 
induced  to  delay  until  that  time  that  I  might  combine  the 
results  of  surveys  of  the  present  year  and  present  them  to  the 
company  and  to  myself  in  a  satisfactory  manner.  My  reasons 
for  this  step  are  simply  that  I  do  not  approve  of  the  contract 
made  with  Mr.  Hoxie  for  building  the  first  hundred  miles 
from  Omaha  west,  and  I  do  not  care  to  have  my  name  so 
connected  with  the  railroad  that  I  shall  appear  to  endorse  this 
contract.  Wishing  the  road  success  beyond  the  expectation 
of  its  members, 

I  am,  respectfully  yours, 

Peter  A.  Dey. 

Hon.  John  A.  Dix. 

In  a  subsequent  letter  to  General  Dix,  Dey  pointed  out 
the  danger  of  overcapitalizing  the  road  at  the  very  start.14  He 
cited  as  an  example  of  the  effect  of  overcapitalization,  the 
Mississippi  and  Missouri  Railroad,  now  the  Rock  Island,  a 
road  with  whose  construction  Dr.  Durant  had  been  prominently 
connected.  This  road  had  met  with  financial  reverses  which 
had  temporarily  prevented  its  completion,  as  a  result  of  the 
inflation  policy  of  its  builders.  Mr.  Dey’s  testimony  as  to  the 
probable  cost  of  building  the  Union  Pacific  is  valuable,  for  he 
was  an  experienced  civil  engineer  who  had  been  actively 
engaged  in  reconnaissances  and  surveys  in  the  far  west.  His 
successor,  General  Granville  M.  Dodge,  speaks  in  the  highest 
terms  of  his  efficiency,  integrity,  and  soundness  of  judgment.16 

The  parties  to  the  agreement  of  October  7,  1864,  had  sub¬ 
scribed  the  sum  of  $1,600,000  for  the  purpose  of  carrying  out 


18  Wilson  Report,  p.  669. 

14  Ibid.,  p.  670. 

16  Dodge,  How  We  Built  the  Union  Pacific  Railway,  p.  6. 
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the  Hoxie  contract.  Of  this  amount  25  per  cent  had  been 
paid  at  once.  When  it  became  time  for  the  subscribers  to  pay 
the  second  instalment  on  their  subscriptions,  they  became 
frightened  at  the  risk  of  their  undertaking)  for  they  were 
working  under  a  simple  partnership  arrangement,  and  in  case 
the  venture  should  prove  unprofitable  these  men  would  be 
jointly  liable  to  the  extent  of  their  individual  fortunes  for  the 
entire  amount  of  whatever  obligations  might  be  incurred  in 
carrying  out  the  contract.  If  the  statements  of  some  of  the 
promoters  are  to  be  believed,  they  were  unwilling  to  go  on 
without  the  protection  afforded  by  a  limited  liability  corpora¬ 
tion,  preferring  to  lose  what  they  had  already  paid  in  rather 
than  to  pioceed  in  an  arrangement  in  which  there  was  no 
limit  to  individual  liability.16 


Credit  Mobilier 


In  1859,  before  the  day  of  the  general  incorporation  law, 
the  Pennsylvania  legislature  had  granted  a  corporate  charter 
to  a  company  known  as  the  Pennsylvania  Fiscal  Agency.17 
The  corporation  thus  created  never  transacted  any  active  busi¬ 
ness.  Its  charter  gave  it  almost  unlimited  powers.  In  March, 
1864,  Dr.  Durant  purchased  the  charter  of  this  company.18 
Its  name  was  then  changed  to  the  Credit  Mobilier  of  America. 
The  men  who  had  entered  into  the  partnership  agreement  to 
carry  out  the  Hoxie  contract  concluded  to  organize  under  this 
charter,  and  so  avoid  the  financial  risk  which  a  simple  partner¬ 
ship  involved.  T.  he  plan  was  carried  out.  The  company’s 
organization  was  perfected.  Its  capital  stock  was  fixed  at 
$2,000,000,  and  was  later  increased  to  $2,500,000.  Other 
men  besides  the  original  group  of  five  became  interested  in 
the  Credit  Mobilier. 

By  an  agreement  drawn  up  on  March  15,  1865,  between 


\\  ilson  Report,  p.  64,  testimony  of  Durant, 
is  k?Ys  01  Pennsylvania,  i860,  p.  896. 

i  FlIs°n  Report,  p.  VII.  The  name  “Credit  Mobilier”  is  said  to  have  been  sug¬ 
gested  by  George  Francis  Tram,  who  had  spent  a  great  deal  of  time  in  France  where 
a  French  corporation  called  the  Credit  Mobilier  of  France  was  at  that  time  promin¬ 
ently  engaged  in  financing  railroad  and  other  enterprises  of  internal  improvement. 
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H.  M.  Hoxie  and  the  Credit  Mobilier  of  America,  the  Credit 
Mobilier  guaranteed  the  performance  of  the  Hoxie  contract. 
In  return : 


Said  Hoxie  agrees  to  and  hereby  does  assign  to  said  Credit 
Mobilier19  all  his  right  to  have  and  receive  from  said  company, 
securities,  stocks,  moneys,  profits,  and  payments,  due  or  to 
become  due  for  constructing  the  railroad  or  other  performance 
of  said  contract. 


Hoxie  was  to  be  paid  $5,000  in  cash  and  $10,000  in  Union 
Pacific  stock.20  It  was  arranged  that  the  previous  subscrip¬ 
tions  made  by  the  group  under  the  partnership  agreement, 
amounting  to  $1,600,000,  were  to  apply  toward  subscriptions 
to  the  stock  of  the  Credit  Mobilier.21 

The  Credit  Mobilier’s  place  of  business  was  nominally  in 
Philadelphia;  but  its  real  business  was  transacted  at  its  New 
York  “branch  office, ”  which  adjoined  the  general  offices  of 
the  Union  Pacific  Railroad  Company.  The  Credit  Mobilier 
bought  up  what  Union  Pacific  stock  was  outstanding  and 
made  a  reissue  among  its  shareholders ;  thus  the  stockholders 
in  the  two  corporations  became  identical.22 

Until  the  spring  of  1865  work  on  the  road  had  languished, 
but  now  under  the  Credit  Mobilier  arrangement  construction 
proceeded  rapidly  on  the  first  247  miles.  The  Credit  Mobilier’s 
capital  stock,  for  which  cash  was  paid,  furnished  the  funds  to 
meet  such  outlays  as  were  immediately  necessary.  The  govern¬ 
ment  subsidy  bonds  became  available  with  the  completion  of 
each  20  miles,  and  it  was  hoped  that  the  railroad  company’s 
bonds  might  find  a  market  when  once  the  work  was  well  under 
way.  There  was  still  a  large  element  of  risk,  but  the  profits 
promised  to  be  enormous.  Construction  went  ahead  during 


19  Thus  Hoxie  carried  out  his  agreement  to  assign  his  contract  to  such  persons  as 
Durant  should  designate. 

20  Wilson  Report,  Pt.  2,  p.  6.  ,  .  ,  _ _  .  . 

“  House  Report  No.  77,  42nd  Cong.,  2nd  sess.  (serial  No.  1577b  The  select 
Committee  charged  with  investigating  the  Credit  Mobilier  (Hon.  Luke  P.  Poland, 
Chairman)  Report  and  Testimony,  p.  366,  testimony  of  Durant.  Hereafter  this  report 
will  be  referred  to  as  “Poland  Report.”  References  in  Arabic  numerals  are  to  the 
testimony,  and  references  in  Roman  numerals  are  to  the  report. 

22  Wilson  Report,  p.  VII.  Some  subscriptions  had  been  made  to  Credit  Mobilier 
stock  by  persons  who  were  not  shareholders  of  the  railroad  company  until  later. 
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the  years  1865  and  1866,  and  on  October  5,  1866,  these  247 
miles  were  completed. 

In  the  meantime  a  new  group  of  men  had  become  con¬ 
nected  with  the  Union  Pacific.  Oakes  Ames,  a  representative 
in  Congress  from  a  Massachusetts  district,  became  interested 
in  the  project  while  he  was  a  member  of  the  House  Committee 
on  the  Pacific  Railroad.  Both  Oakes  Ames  and  his  brother 
Oliver  were  capitalists  of  large  means.  Their  connection  with 
the  Union  Pacific  commenced  in  1865,  when  they  became  stock¬ 
holders  in  the  Credit  Mobilier.23  A  number  of  their  friends 
and  business  associates  became  interested  at  the  same  time, 
among  whom  were  John  B.  Alley,  Sidney  Dillon,  Rowland 
G.  Hazard,  and  several  others.  The  names  of  some  of  these 
men  appear  on  the  list  of  Credit  Mobilier  stockholders  of 
March  15,  1865. 24  About  the  same  time  and  by  virtue  of  their 
interest  in  the  Credit  Mobilier,  these  men  became  stockholders 
in  the  Union  Pacific  Railroad  Company.  At  the  election  of 
October  3,  1866,  Oliver  Ames  became  a  member  of  the  board 
of  directors  of  the  railroad  company.25  A  short  time  after¬ 
ward  General  Dix  resigned  as  president  of  the  road,  and 
Oliver  Ames  was  elected  to  succeed  him. 


Friction  between  Ames  and  Durant  Factions 


Considerable  friction  arose  between  the  newcomers  on  the 
one  side,  and  Dr.  Durant  and  his  friends  on  the  other.  Dr. 
Durant  and  the  original  promoters  had  shown  very  plainly 
that  it  was  their  purpose  to  make  as  much  as  possible  out  of 
the  construction  contracts,  regardless  of  what  might  be  the 
ultimate  effect  of  their  policy  upon  the  fortunes  of  the  road.26 
The  Ames  brothers  and  their  associates  were  not  unwilling  to 


,  „  Wilson  Report,  p.  241,.  testimony  of  Oliver  Ames.  The  name  of  Oakes  Ames 
fn  the  SUPCnptlon,  llst  of  March  15,  1865,  but  that  of  his  brother  is 

?  annears  5f sharAes*  From  the  subscription  list  of  May  18,  1866, 

share?  nf Vr^V m  kt  dat*e  .°ake?Ames  owned  900  shares,  and  Oliver  Ames  3,125 
shares  of  Credit  Mobilier  stock.  (Wilson  Report,  p.  155.)  5 

"  Ibid,.,  p.  160. 
so  Ibid.,  p.  598. 

♦w  29  Accordl”S  t0  J°br}  B.  Alley’s  sworn  statement,  Durant  had  one  time  declared 
that  anyone  who  expected  that  the  road  when  completed  would  be  a  commercial  success 


fool.”  (Poland  Report,  p.  87,  testimony  of  Alley.) 
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profit  by  the  construction  company  method,  through  which 
they  would  be  enabled  to  acquire  for  relatively  small  considera¬ 
tion  large  blocks  of  the  railroad  company’s  bonds  and  stocks; 
but  it  seems  they  believed  in  the  ultimate  success  of  the  road 
as  a  business  venture.  The  difference  in  the  points  of  view 
of  these  two  men,  Durant  and  Ames,  appears  to  have  been 
with  respect  to  the  source  whence  the  principal  profit  should  be 
derived.  Oakes  Ames  seemed  to  be  of  the  belief  that  the 
bonds  and  stock  of  the  company  would  upon  the  road’s  com¬ 
pletion  become  sound  investments,27  while  Durant  expected 
to  unload  his  securities  as  fast  as  possible  after  the  road  was 
completed.  It  is  significant  that  according  to  the  stock 
of  the  Union  Pacific  Railroad  Company,  Dr.  Durant  waflj 
February  26,  1870,  about  nine  months  after  the  road’s  (1W 
pletion,  the  owner  of  36,522  shares  of  capital  stock,  whicn^| 
had  received  by  virtue  of  his  interest  in  the  various  construc¬ 
tion  contracts,28  and  that  during  the  next  two  years  he  parted 
with  all  his  holdings  except  four  shares;  while  the  Ames 
family  did  not  part  with  their  holdings,  Oakes  Ames  owning 
in  1872,  4,661  shares,  Oliver  Ames  owning  31,833  shares, 
and  the  aggregate  additional  holdings  of  other  members  of 
the  Ames  family  amounting  in  the  same  year,  1872,  to  about 
2,000  shares.29  At  no  time  in  the  company’s  history  has  the 
Ames  family  been  unrepresented  upon  the  directorate. 

The  Ames  people  determined  upon  a  change  of  manage¬ 
ment.  They  have  asserted  that  when  they  entered  the  Credit 
Mobilier,  they  discovered  grave  irregularities.  John  B.  Alley 
later  testified  that  $41,000  were  charged  upon  the  company’s 
books  as  the  cost  of  obtaining  the  charter  of  the  Pennsylvania 
Fiscal  Agency,  while  the  actual  sum  so  expended  amounted  to 
$i,6oo.30  Mr.  Alley  referred  also,  as  an  example  of  Durant’s 


27  Poland  Report,  p.  16,  testimony  of  Oakes  Ames;  p.  98,  testimony  of  Alley. 

28  Wilson  Report,  p.  605. 

80  Polaruf’  Report,  p.  88,  testimony  of  Alley.  Oliver  W.  Barne s,  from  whom 
Durant  obtained  the  charter,  swore  the  cost  was  about  $30,000.  (Wilson  Report,  p. 
140.)  It  is  difficult  to  establish  either  the  truth  or  the  falsity  of  the  charges  and 
countercharges  which  were  made  against  one  another  by  the  Ames  and  Durant  factions. 
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mismanagement,  to  the  extraordinary  “suspense  account” 
which  was  expended  in  1864  in  “secret  service”  work  in  Wash- 
ington.  Certain  it  is  that  the  Ames  brothers  were  not  in 
accord  with  the  general  policy  of  Dr.  Durant,  and  a  quarrel 
which  had  its  effect  upon  the  subsequent  contracts  arose 
between  the  Ames  party  and  the  Durant  group.  Whatever 
may  be  the  merits  of  this  controversy,  the  Ames  party  de¬ 
termined  to  oust  Dr.  Durant  from  the  management,  both  of  the 
railroad  company  and  of  the  Credit  Mobilier. 

Oakes  Ames  and  his  friends  managed  to  obtain  control  of 
the  Credit  Mobilier,  and  forced  Durant  to  retire  from  the 
|£redit  Mobilier  presidency.32  In  the  railroad  company  the 
Mfrant  party  showed  greater  strength,  so  that  the  Ames  people 
not  successful  in  their  attempt  to  compel  his  retirement 
PPn  the  office  of  vice-president  of  the  Union  Pacific  Railroad. 
As  might  naturally  be  expected,  Durant  resented  these  pro¬ 
ceedings.  From  this  time  on,  his  policy  can  be  explained  only 
by  his  personal  opposition  to  the  men  in  control  of  the  Credit 
Mobilier.  In  spite  of  the  fact  that  he  still  owned  over  5,000 
shares  of  Credit  Mobilier  stock,  he  spared  no  effort  to  prevent 
it  from  obtaining  another  contract. 

As  the  same  men  who  were  stockholders  in  the  Credit 
Mobilier  controlled  the  destinies  of  the  Union  Pacific  as  well, 
they  could  reasonably  expect  that  when  they  had  built  the  first 
247  miles  under  the  Hoxie  contract,  another  similar  arrange¬ 
ment  would  be  made  for  the  remaining  construction.  Not 
anticipating  any  difficulty  in  securing  another  contract,  they 
voted,  in  the  fall  of  1866,  to  increase  the  capital  stock  of  the 
Credit  Mobilier  from  $2,500,000  to  $3,750,000.  Each  stock¬ 
holder  of  the  Credit  Mobilier  was  offered  the  right  to  subscribe 
to  that  company’s  new  issue  to  an  amount  not  exceeding  50 
per  cent  of  the  Credit  Mobilier  stock  which  he  already  owned. 
In  addition  to  Credit  Mobilier  stock,  each  subscriber  received 


Ames^pttio^^rieSimonyof6  ^e°yWiIson  ReP°rt’  PP'  397’3°2’  tCStim°ny  °f  OHver 

33  Ibid.,  p.  87,  testimony  of  Alley. 
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as  a  bonus  Union  Pacific  first  mortgage  bonds  to  an  amount 
equal  to  the  amount  of  new  Credit  Mobilier  stock  to  which 
he  subscribed.  Thus  a  subscription  for  $i,ooo  of  stock  of  the 
Credit  Mobilier  carried  with  it  $1,000  in  Union  Pacific  first 
mortgage  bonds.33  The  money  paid  on  subscriptions  to  new 
Credit  Mobilier  stock,  amounting  in  all  to  $1,250,000,  was 
turned  over  to  the  railroad  company,  and  1,250  of  that  com¬ 
pany’s  first  mortgage  bonds  were  received  in  exchange.  These 
bonds  were  then  distributed  among  the  Credit  Mobilier  share¬ 
holders,  one  bond  for  each  subscription  of  $1,000.  The  stock¬ 
holders  of  the  Credit  Mobilier,  according  to  their  own  testi¬ 
mony  six  years  later,  were  reluctant,  because  of  the  uncertain 
character  of  the  investment,  to  make  this  additional  subscrip¬ 
tion,  but  did  so,  they  are  careful  to  observe,  because  they  were 
filled  with  a  “patriotic  desire  to  complete  the  road.”  This 
stock  increase  was  made  with  a  general  understanding  that 
the  Credit  Mobilier  was  to  receive  the  contract  for  building  the 
remainder  of  the  road.34 

Temporary  Contracts;  the  Boomer  Contract 

Dr.  Durant’s  opposition  to  the  new  Credit  Mobilier  man¬ 
agement  upset  their  calculations,  and  it  became  clear  that  there 
might  be  some  delay  before  the  two  factions  in  the  Union 
Pacific  would  come  to  an  agreement  regarding  a  new  con¬ 
tract.  In  the  meantime  work  on  the  Central  Pacific  had  been 
progressing.  An  act  passed  by  Congress  in  1866  authorized 
the  Central  Pacific  to  build  east  until  it  should  meet  the  Union 
Pacific  building  west.35  This  act  restored  the  earlier  provision 
in  the  act  of  1862  which  had  been  modified  by  the  act  of  1864. 
In  the  region  where  the  two  roads  were  likely  to  meet,  the 

33  Wilson  Report,  p.  40,  testimony  of  Cornelius  Bushnell.  It  was  not  until  some¬ 
what  later  that  any  very  considerable  sum  was  raised  by  the  sale  of  Union  .racinc 
bonds.  (Poland  Report,  p.  179.  testimony  of  Bushnell.) 

34  Ibid.,  p.  41,  testimony  of  Bushnell.  ,  ,  ,  .  .  ,  ,  4. 

36  14  Stat.  L.  79.  The  act  of  1864  had  amended  the  act  of  1862  in  favor  of  the 

Union  Pacific  as  against  the  Central  Pacific  by  providing  that  the  latter  road  was  to 
build  only  150  miles  east  from  the  California  line,  instead  of  permitting  it  to  bui  a 
until  it  effected  a  junction  with  the  Union  Pacific. 
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government  bond  subsidy  was  $32,000  a  mile  in  addition  to 
the  land  grant.  Delay  was  the  one  thing  all  parties  were 
anxious  to  avoid;  if  work  on  the  Union  Pacific  were  suspended 
while  the  opposing  parties  in  the  directorate  were  unable  to 
agree  over  the  contract  for  building  west  of  the  hundredth 
meridian,  the  Central  Pacific  would  receive  an  advantage  worth 
many  thousands  of  dollars  for  every  day  the  eastern  road  was 
idle.  In  order  to  forestall  any  such  possibility,  the  directors  of 
the  Union  Pacific  voted  to  authorize  the  executive  officers  to 
make  temporary  contracts,  subject  to  whatever  general  con¬ 
tract  might  later  be  made.36  A  resolution  of  the  board  pro¬ 
vided  that  when  the  general  contract  was  finally  agreed  to,  it 
should  commence  at  the  hundredth  meridian,  that  is,  near 
Fort  Kearney.37 

Upon  his  authority  as  vice-president  and  in  pursuance  of 
the  resolution  of  the  directors  which  has  just  been  referred  to, 
Dr.  Durant  on  behalf  of  the  railroad  company  contracted  with 
a  certain  L.  B.  Boomer  of  Chicago  for  the  construction  of  the 
first  150  miles  beyond  the  hundredth  meridian.  This  con¬ 
tract  bore  the  date  of  November  10,  1866 ;38  by  its  terms  the 
price  per  mile,  not  including  equipment,  was  to  be  $19,500 
from  the  hundredth  meridian  to  the  crossing  of  the  north  fork 
of  the  Platte  River,  and  $20,000  per  mile  west  of  that  river. 
The  cost  of  “station-buildings,  depot-grounds,  tank  houses, 
or  anything  appertaining  thereto,  or  equipment  and  rolling- 
stock  (about  $7,500  per  mile),  was  not  included  in  these 
figures.  So  far  as  appears  from  the  face  of  this  contract,  it 
was,  in  comparison  with  the  Hoxie  contract,  very  favorable 
to  the  railroad  company.  The  bridge  over  the  North  Platte 
was  to  be  an  additional  charge,  the  railroad  company  being 
required  to  pay  the  cost  of  this  structure.  In  order  that  work 


Wilson  Report,  p.  115,  testimony  of  Durant. 

Itnd.,  p.  1 19,  testimony  of  Durant. 
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might  continue  without  interruption,  the  construction  forces 
already  employed  were  to  be  retained.  This  Boomer  contract 
was  never  formally  recognized  by  the  directors,  but  work  pro¬ 
gressed  under  it  until  58  miles  more  had  been  built  and 
accepted  by  the  government.39  The  money  realized  from  the 
sale  of  Union  Pacific  first  mortgage  bonds  to  the  Credit 
Mobilier  when  that  corporation  increased  its  stock,  as  explained 
above,  furnished  part  of  the  necessary  funds. 

At  a  board  meeting  on  January  5,  1867,  while  Durant  was 
absent  from  New  York,  the  directors  of  the  Credit  Mobilier, 
sitting  and  acting  in  their  capacity  as  directors  of  the  Union 
Pacific  Railroad,  passed  a  resolution  extending  the  Hoxie  con¬ 
tract  to  the  point  already  completed,  58  miles  west  of  the 
hundredth  meridian,  and  authorized  a  settlement  with  them¬ 
selves  as  members  of  the  Credit  Mobilier  at  the  contract  price 
of  $50,000  per  mile.  When  Durant  returned,  he  protested 
this  resolution  on  the  ground  that  this  portion  of  the  road  had 
already  been  completed,  and  had  been  accepted  by  the  govern¬ 
ment,  at  an  approximate  cost  of  $27,500  per  mile,  including 
equipment.  He  enforced  his  protest  by  an  injunction  from  a 
New  York  court,  and  compelled  the  directors  to  rescind  their 
action.40 

The  Two  Williams  Contracts 

After  the  failure  of  this  attempt  to  extend  the  Hoxie 
contract,  a  new  move  was  made.  On  March  24,  1867,  John 
M.  S.  Williams,  a  stockholder  in  both  companies,  proposed  to 
construct  the  first  267.57  miles  west  of  the  hundredth  meridian, 
including  a  portion  of  the  work  already  constructed.41  For 
this  work  the  railroad  company  was  to  pay  him  $42,000  per 
mile  for  the  first  hundred  miles  and  $45,000  per  mile  for  the 
remaining  distance.  He  agreed  also  to  procure  subscriptions 


39  Wilson  Report,  p.  67,  testimony  of  Durant. 

40  Ibid.,  p.  68. 

41  Ibid.,  p.  70,  testimony  of  Durant. 
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to  the  amount  of  a  million  and  a  half  dollars  to  the  stock  of 
the  Union  Pacific  Railroad.  Williams  had  previously  made  an 
arrangement  to  assign  this  contract,  in  case  he  obtained  it,  to 
the  Credit  Mobilier.  The  directors  accepted  Williams’  propo¬ 
sition,  but  Durant  again  protested;  and  as  he  backed  up  his 
protest  with  an  injunction,  the  directors  were  unable  to  carry 
out  this  contract.42 

Another  attempt  was  made  in  June.  By  this  time  9834 
miles  of  road  west  of  the  hundredth  meridian  and  about  346 
miles  west  from  Omaha  had  been  built.  Mr.  Williams  again 
offered  to  construct  the  267.5  7  miles  between  the  hundredth 
meridian  and  the  eastern  base  of  the  Rockies,  thus  again 
covering  the  road  already  built,  and  fixed  the  price  this  time 
at  $50,000  per  mile.43  This  proposal,  however,  shared  the 
fate  of  both  previous  attempts  of  the  Credit  Mobilier  to  secure 
a  contract. 

Whatever  view  may  be  taken  of  the  character  of  these 
three  unsuccessful  proposals,  Dr.  Durant’s  anxiety  to  prevent 
the  directors  from  voting  to  themselves  lucrative  contracts  is 
singularly  inconsistent  with  his  earlier  policy. 

The  Oakes  Ames  Contract;  the  Seven  Trustees;  the  Davis 

Contract 

The  dispute  was  settled  in  the  summer  of  1867,  when  the 
executive  committee  of  the  Union  Pacific  agreed  to  the  famous 
contract  with  Oakes  Ames.  This  was  another  contract  made 
for  the  evident  purpose  of  diverting,  through  excessive  con¬ 
tract  prices,  the  funds  of  the  railroad  company  into  the 
pockets  of  the  Credit  Mobilier  stockholders.  This  Ames  con¬ 
tract  was  for  the  construction  of  667  miles  west  from  the 
hundredth  meridian,  including  the  portion  already  constructed, 
at  the  following  figures  :44 


43  Wilson  Report,  p.  71,  testimony  of  Durant. 

43  Ibid.,  p.  162,  testimony  of  J.  M.  S.  Williams. 

44  Ibid.,  Pt.  2,  p.  10. 
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the  first  ioo  miles  at  $42,000  per  mile . $  4,200,000 

”  next  167  ”  ”  $45,000  ”  ”  7,515,000 

”  ”  100  ”  ”  $96,000  ”  ”  9,600,000 

”  ”  100  ”  ”  $80,000  ”  ”  8,000,000 

”  ”  100  ”  ”  $90,000  ”  ”  9,000,000 

”  last  100  ”  ”  $96,000  ”  ”  9,600,000 


667  miles  to  cost . $47,915,000 


The  contract  contained  the  following  clause : 

The  party  of  the  second  part  (Ames),  his  heirs,  executors, 
administrators,  or  assigns,  is  to  receive  from  the  company  and 
enjoy  the  benefits  of  all  existing  contracts,  and  shall  assume 
all  such  contracts  and  all  liabilities  of  the  company  accrued 
or  arising  therefrom  for  work  done  or  to  be  done,  and  mate¬ 
rial  furnished  or  to  be  furnished,  for  or  on  account  of  the 
road  west  of  the  hundredth  meridian,  crediting,  however,  the 
party  of  the  first  part  in  this  contract  (the  Union  Pacific)  all 
moneys  heretofore  paid  or  expended  on  account  thereof. 

The  contractor  therefore  was  to  receive  the  profit  on  that 
portion  of  the  road  west  from  the  hundredth  meridian  which 
had  already  been  built.  By  this  time  138  miles  of  railroad  had 
been  constructed  west  from  the  hundredth  meridian  and  had 
been  accepted  by  the  government  as  complete.  These  138 
miles  were  included  under  the  Ames  contract.45 

The  contract  price  did  not  include  the  salary  of  either  the 
chief  engineer,  the  consulting  engineer,  or  their  immediate 
assistants;  neither  did  it  cover  surveying  expenses.  The  con¬ 
tractor  was  to  be  paid  in  cash  obtained  from  the  sale  of  gov¬ 
ernment  bonds  and  company  first  mortgage  bonds;  but  if  the 
government  bonds  could  not  be  sold  at  par,  or  the  first  mort¬ 
gage  bonds  at  90,  the  differences  under  these  amounts  were 
to  be  charged  against  the  contractor.  If  the  proceeds  from 
the  sale  of  these  two  classes  of  bonds,  the  one  at  par,  the  other 
at  90,  were  not  sufficient  to  meet  the  contract  price,  the  con¬ 
tractor  was  then  required  to  subscribe  the  amount  of  such 
deficiency  to  the  capital  stock  of  the  Union  Pacific;  the  pro- 


46  Wilson  Report,  p.  259,  testimony  of  Oliver  Ames. 
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ceeds  of  this  stock  subscription  were  to  be  repaid  to  the  con¬ 
tractor  in  settlement  of  his  bill  for  the  construction.  The 
effect  therefore  of  this  arrangement  was  that  the  contractor 
was  to  receive  government  bonds  at  par,  company  first  mort¬ 
gage  bonds  at  90,  and  stock  at  par. 

On  October  1,  1867,  the  board  of  directors  formally  ratified 
the  action  of  the  executive  committee  in  accepting  the  Oakes 
Ames  proposition,  subject  however  to  the  written  consent  of 
each  Union  Pacific  stockholder.  This  condition  Durant  had 
insisted  upon,  ostensibly  for  the  protection  of  the  Union 
Pacific  stockholders,  before  he  finally  consented  to  withdraw 
his  injunctions.46  Two  weeks  after  the  contract  was  accepted, 
Oakes  Ames  assigned  it  to  a  board  of  seven  trustees,  made  up 
of  the  following  men:  Thomas  C.  Durant,  Oliver  Ames,  John 
B.  Alley,  Sidney  Dillon,  Cornelius  Bushnell,  Henry  S.  Mc- 
Comb,  and  Benjamin  E.  Bates.47  Thus  Durant  again  obtained 
some  control  in  the  construction  on  the  side  of  the  contractors. 
Another  and  special  agreement  was  drawn  up  between  Oakes 
Ames,  the  trustees,  and  the  Credit  Mobilier  of  America.  This 
agreement  provided  that  the  seven  trustees  were  to  administer 
the  Ames  contract  in  the  interest  of  the  stockholders  of  the 
Credit  Mobilier  as  individuals.  Any  profits  were  to  be  divided 
among  the  stockholders  of  the  Credit  Mobilier  in  proportion 
to  the  stock  which  each  one  held.  The  arrangement  was  vir¬ 
tually  to  pay  dividends  on  the  Credit  Mobilier  stock;  but  the 
parties  interested  were  emphatic  in  saying  that  except  for  a 
dividend  of  12  per  cent  made  late  in  the  fall  of  1866,  when 
the  securities  received  under  the  Hoxie  contract  were  divided, 
the  Credit  Mobilier  as  such  never  declared  a  dividend.  The 
profits  which  were  later  made  and  distributed  under  the  Ames 
contract  were  claimed  to  be  allotments  made  by  the  seven  trus¬ 
tees  among  the  stockholders  of  the  Credit  Mobilier,  not  divi¬ 
dends  declared  by  the  Credit  Mobilier  upon  its  capital  stock. 


46  Wilson  Report,  p.  71,  testimony  of  Durant. 

47  Ibid.,  Pt.  2,  p.  13. 
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No  satisfactory  explanation  can  be  given  why  this  trustee¬ 
ship  was  adopted  to  set  aside  the  simpler  arrangement  of  act¬ 
ing  through  a  corporation  directly.  It  was  a  return  to  the 
partnership  liability  arrangement  to  avoid  which  the  Credit 
Mobilier  had  been  organized.  Under  the  agreement  assigning 
the  contract  it  was  provided  that  of  those  stockholders  in  the 
Credit  Mobilier  who  were  also  stockholders  of  the  Union 
Pacific,  only  those  who  executed  to  the  trustees  an  irrevocable 
proxy  to  vote  six-tenths  of  their  Union  Pacific  stock,  or  of 
any  Union  Pacific  stock  they  might  thereafter  receive  as  divi¬ 
dends  or  allotments  in  their  capacity  as  stockholders  in  the 
Credit  Mobilier,  were  to  enjoy  the  profits  of  the  Ames  contract. 
This  condition  was  readily  complied  with.  The  proxies  were 
duly  executed  and  the  trusteeship  became  effective.48 

It  was  from  this  contract  that  the  great  profits  were  made. 
It  appears  that  it  was  let  under  a  misapprehension  of  the  true 
character  of  the  work.  While  under  any  circumstances  the 
contract  prices  were  high,  yet  it  seems  the  directors  did  not 
know  that  the  work  of  crossing  the  Rockies  was  neither  so 
difficult  nor  so  expensive  as  it  was  generally  supposed.  If 
the  evidence  of  the  company’s  officers  is  at  all  reliable,  the  men 
in  the  field  had  not  even  determined  the  route  over  the  moun¬ 
tains,  and  no  information  was  at  hand  except  such  as  was 
afforded  by  the  most  general  surveys.  No  estimates  of  the 
amount  of  material  required  were  made  until  later.49  The 
contract  prices  appear  to  have  been  fixed  by  guesswork.  This 
was  virtually  admitted  by  Oliver  Ames.  When  he  was  asked 
upon  what  basis  the  contract  schedule  of  prices  was  fixed, 
he  answered,  “We  had  an  idea  that  the  country  was  pretty 
rough  over  the  mountains,  and  that  it  would  cost  a  good  deal 
to  go  over  them.  That  was  the  general  report.”  50 

The  discovery  of  the  Evans  or  Sherman  Pass  over  the 

48  These  trustees  and  their  friends  owned  practically  all  of  the  Union  Pacific  stock. 
It  seems  that  the  few  stockholders  that  did  not  agree  were  bought  out.  (Wilson  Report, 
p.  164,  testimony  of  J.  M.  S.  Williams.) 

48  Wilson  Report,  p.  255,  testimony  of  Oliver  Ames. 

60  Ibid.,  p.  256. 
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range  of  mountains  west  of  Cheyenne,  in  the  summer  of  1867, 
gave  to  the  Union  Pacific  a  comparatively  easy  line  over  the 
mountains.  It  was  found  that  the  rock  was  softer  than  had 
been  expected,  the  grade  was  fairly  even,  and  the  elevation 
relatively  low.  Consequently  the  expense  of  building  was  con¬ 
siderably  less  than  had  been  anticipated.  This  was  apparently 
not  known  until  late  in  the  year  1867.  This  easy  pass  greatly 
lessened  the  actual  cost  of  construction;51  but  it  was  the  con¬ 
tractors,  not  the  railroad,  that  benefited  by  the  discovery. 

Work  progressed  rapidly  under  the  Ames  contract,  and 
the  667  miles  included  in  it  were  built  during  1867  and  1868. 
The  rest  of  the  road,  about  125  miles,  was  built  under  a  con¬ 
tract  made  with  a  certain  James  W.  Davis.  The  construction 
and  equipment  of  the  portion  included  in  this  arrangement 
with  Davis  was  to  be  according  to  the  same  specifications  and 
upon  the  same  terms  as  the  Ames  contract  had  provided.52 
Like  the  Ames  contract,  the  Davis  contract  was  assigned  to 
the  seven  trustees,  who  carried  out  its  terms.  The  road  was 
completed  to  the  junction  with  the  Central  Pacific,  at  Promon¬ 
tory,  Utah,  on  May  10,  1869. 

The  Wardeli  Coal  Contract 

One  other  contract  made  during  the  construction  period 
deserves  brief  mention.  This  is  the  contract  made  with  the 
Wyoming  Coal  Company.  Coal  lands  were  under  the  act  of 
1864  included  in  the  land  grant.  Surveys  made  by  the  com¬ 
pany  confirmed  earlier  reports  of  the  existence  of  valuable 
coal  mines  along  the  line  of  the  road,  the  principal  deposits 
being  at  Rock  Springs,  Wyoming;  Almy,  Wyoming;  and 
Grass  Creek,  Utah.  On  July  16,  1868,  the  Union  Pacific 
Railroad  made  a  contract  with  a  Cyrus  O.  Godfrey  and  a 
Thomas  Wardeli,  under  which  these  two  men  were  to  prospect 
for  coal  on  the  Union  Pacific  lands,  and  to  operate  any  mines 


f  Wilson  Report,  p.  238,  testimony  of  Government  Director  James  Wilson 
62  Ibid.,  Pt.  2,  p.  17. 
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which  they  might  discover.  The  contract  bound  the  railroad 

company  to  buy  its  coal  of  the  contractors  for  a  period  of 

fifteen  years,  at  the  following  rates: 

$6  a  ton  for  the  first  two  years 

$5  ”  ”  ”  ”  next  three  ” 

$4  ”  ”  ”  ”  ”  four  ” 

$3  ”  ”  ”  ”  ”  six  ” 

These  prices  were  to  be  for  coal  delivered  on  cars  at  the 
mines.  The  contractors  were  also  to  be  allowed  a  drawback, 
or  rebate,  of  25  per  cent  of  the  tariff  rate  on  all  coal  shipped 
for  private  consumption.53 

This  contract  was  subsequently  assigned  to  the  Wyoming 
Coal  and  Mining  Company,  a  corporation  organized  in  Janu¬ 
ary,  1869,  under  the  laws  of  Nebraska.64  The  capital  stock 
of  this  corporation  was  fixed  at  $1,000,000,  of  which  Warded, 
who  became  general  manager  of  the  company,  took  one-tenth, 
President  Ames  and  five  directors  of  the  Union  Pacific  taking 
the  other  nine-tenths.  Godfrey,  it  seems,  retired  altogether. 

The  price  at  which  this  Wyoming  Coal  Company  was  to 
furnish  coal  to  the  railroad  was  exorbitant.  The  cost  of 
mining  this  coal  about  the  time  the  road  was  completed,  and 
for  some  years  thereafter,  was  not  much  over  $2  a  ton.  Dur¬ 
ing  the  second  half  of  the  following  decade,  the  average  cost 
was  reduced  to  about  $1.10  a  ton.55  This  contract  therefore 
was  another  device  whereby  the  managers  of  the  Union 
Pacific  arranged  to  divert  to  themselves  the  road’s  assets. 

This  contract  with  the  Wyoming  Coal  Company  was 
rightly  criticized  by  the  government  directors  of  the  Union 
Pacific  in  their  annual  reports.  The  contract  remained  in 
force  for  several  years  after  the  road’s  completion.  In  1874, 
when  new  interests  which  had  no  interest  in  this  contract,  had 
entered  into  the  control  of  the  railroad  company,  the  arrange- 

68  For  a  copy  of  this  contract  see  House  Exec.  Docs.  No.  95,  43rd  Cong.,  1st 
sess.  (serial  No.  1607),  p.  3,  being  the  report  of  the  government  directors  of  the  Union 
Pacific  Railroad  Company  for  1872. 

“  An  account  of  the  history  of  this  company  is  given  in  the  opinion  of  Mr.  Justice 
Field,  in  Wardell  v.  Union  Pacific  Railroad  Company,  103,  U.  S.  651;  26  L.  Ed.  509. 

65  Annual  Reports  of  the  Union  Pacific  Railroad. 
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ment  was  terminated,  and  the  coal  lands  were  taken  possession 
of  by  the  Union  Pacific.  Protracted  litigation  followed,  War- 
dell  attempting  to  compel  the  railroad  to  continue  under  the 
contract.  The  matter  was  finally,  in  1880,  decided  against 
Warded  by  the  United  States  Supreme  Court.66 

Profits  of  the  Builders 

The  profits  made  out  of  the  Hoxie,  Ames,  and  Davis  con¬ 
tracts  have  been  variously  estimated.  The  testimony  of  the 
interested  parties  is  somewhat  confusing,  and  if  any  records 
were  made  of  these  matters,  they  were  carelessly  or  incom¬ 
pletely  kept;  so  that  anything  like  an  accurate  statement  is 
impossible.  In  1873,  a  congressional  committee  charged  with 
investigating  Union  Pacific  Railroad  affairs  reported  thus  :57 

Cost  to 

Cost  to  R.  R.  Contractors  Profit 

Hoxie  contract - $12,974,416.24  $  7,806,183.33  $  5,168,232.91 

Ames  contract -  57,140,102.94  27,285,141.99  29,854,960.95 

Davis  contract -  23,431,768.10  15,629,633.62  7,802,134.48 

Total . $93,546,287.28  $50,720,958.94  $42,825,328.34 

Another  method  of  computation  gives  the  following  esti¬ 
mate  of  the  amount  of  water  in  the  company’s  capitalization  :68 


Government  bonds  on  1,038.68  miles . $  27,266,512 

First  mortgage  bonds .  27,213,000 

Land-grant  bonds .  10,400,000 

Income  bonds* .  9, 335, 000 

Capital  stock .  36,762,300 


T otal  capitalization . $  1 1 0,996,8 1 2 

Actual  cost,  including  equipment! .  60,467,641 


Fictitious  capital . $  50,529,171 


*  These  income  bonds  were,  it  appears,  issued  to  purchase 
rolling  stock  and  equipment  and  were  not  included  among  the 
Credit  Mobilier’s  profits.  (Wilson  Report,  p.  27,  testimony 
of  Oakes  Ames.) 

t  Oakes  Ames  estimates  the  cost  at  $60,000,000.  (Wilson 
Report,  p.  25.) 

w  Wardell  v.  Union  Pacific  Railroad  Company,  103  U.  S.  651;  26  L.  Ed.  ?oo 
67  Wilson  Report,  p.  XIV.  5  y 

“White,  History  of  the  Union  Pacific  Railway,  pp.  35-36;  the  figures  are  com¬ 
piled  from  the  testimony  of  Benjamin  F.  Ham,  the  treasurer  of  the  Credit  Mobilier. 
(Wilson  Report,  pp.  371  ff.) 
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It  appears  from  the  report  of  the  same  committee  that  the 
government  bonds  and  company  first  mortgage  bonds  together 
furnished  sufficient  cash  to  pay  for  the  cost  of  construction. 
If  this  is  true  all  of  the  land  grant  bonds  and  the  stock  repre¬ 
sented  watered  capital,  as  the  following  estimate  indicates 
clearly  :59 

Net  proceeds  from  the  sale  of  $27,236,512,  par* value,  of  gov¬ 


ernment  bonds . $27,145,163.28 

Net  proceeds  from  the  sale  of  $27,213,000,  par  value,  of  first 
mortgage  bonds .  23,718,008.77 


Net  proceeds  from  both  classes  of  bonds . $50,863, 172.05 

Cost  of  road  as  shown  by  books,  not  including  rolling  stock 
bought  with  income  bonds .  5°>720,958.94 


Surplus  . $  142,213.11 

Capital  stock .  36,762, 300.00 

Land-grant  bonds .  10,400,000.00 


Total  amount  of  securities  in  excess  of  cost . $47>304>5I3-11 


Estimates  of  the  profits  measured  in  Union  Pacific  securi¬ 
ties  vary  therefore  from  42  to  nearly  50  millions  of  dollars. 
The  Credit  Mobilier  people  placed  emphasis  upon  the  assertion 
that  as  these  securities  had  a  relatively  low  market  value,  esti¬ 
mates  like  those  given  above  are  much  in  excess  of  their 
immediate  cash  profits.  In  1869  and  for  several  years  there¬ 
after  Union  Pacific  stock  fluctuated  in  the  neighborhood  of 
30.  The  company’s  bonds  sold  at  various  prices,  often  at  a 
considerable  discount.  To  be  sure,  no  matter  at  how  great  a 
discount  Union  Pacific  bonds  might  be  quoted,  their  face 
value  represented  an  obligation  for  which  the  company  would 
be  liable  at  maturity.  In  the  meantime  the  road  was  under 
the  necessity  of  meeting  the  annual  interest  upon  their  face, 

69  Wilson  Report,  p.  XVII.  The  income  bonds  have  been  omitted  from  this  table. 
Although  the  testimony  is  somewhat  uncertain,  it  seems  that  these  income  bonds  were 
actually  used  for  the  purpose  of  purchasing  equipment.  The  issue  was  floated  at  a 
large  discount,  even  as  high  as  50  per  cent  in  the  case  of  some  of  the  bonds. 
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not  upon  their  market  value.60  The  following  statement  com¬ 
piled  from  the  testimony  of  Benjamin  F.  Ham,  the  treasurer 
of  the  Credit  Mobilier,  is  an  estimate  of  the  cash  profits  of  the 
contractors,  measured  by  the  approximate  market  value  of 
Union  Pacific  securities  :61 

The  profits  on  the  Hoxie  contract,  including  $1,104,000 
for  work  done  under  the  Boomer  contract  and  later  included 
in  the  accounts  of  the  Hoxie  contract,  were  $6,272,232.71,  in 
Union  Pacific  securities. 

Of  this  amount  of  securities  the  profits  would  be: 


$1,125,000  first  mortgage  bonds  at  85 . $  965,250.00 

5,147,232.71  of  stock  at  30 .  1,544,169.81 

The  profits  under  the  Ames  and  Davis  con¬ 
tracts  were : 

Bonds,  cash  value .  11,310,900.00 

$24,000,000  of  stock  at  30 .  7,200,000.00 

(-'ash .  2,346,195.00 


Total  cash  profit,  approximately . $23,366,514.81 


It  would  be  unfair,  however,  not  to  call  attention  to  a  few 
of  the  obstacles  which  stood  in  the  way  of  the  builders  of  the 
first  Pacific  railroad.  In  view  of  the  generous  aid  which  the 
federal  government  gave  to  the  Union  Pacific,  whatever  justi¬ 
fication  exists  for  this  method  of  financing  the  construction 
must  rest,  not  upon  the  fact  that  other  roads  were  built  in  the 
same  way,  but  upon  the  difficulties,  financial  and  otherwise, 
which  threatened  to  interfere  with  the  road’s  completion.  The 
conditions  along  the  line  of  the  road  will  be  considered  in  the 
next  chapter.  When  the  work  commenced,  labor  and  materials 
commanded  high  prices,  owing  to  the  war;  and  after  the  war 
ended,  prices  remained  high,  owing  to  the  fact  that  green¬ 
backs,  not  gold,  formed  the  circulating  medium.  The  pro¬ 
moters  had  difficulty  at  times  in  selling  the  company’s  bonds, 


60  Gold  commanded  a  premium  during  this  period.  Interest  on  the  first  mortsra^e 
'SJJZZ*  2  tonds  a,  the  rate  of  y,  IdonT 


income  bonds  at  the  rate  of  io 
61  Wilson  Report,  p.  XV. 


Der  cent. 

U-  .  r r-  ^ee  also,  for  further  figures  and  further  discussion  of 
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owing  to  a  universal  feeling  that  financially  the  road  might  be 
a  failure. 

The  Fisk  “Raid” 

One  event  of  this  period  stands  out  prominently.  This 
was  the  famous  “Fisk  raid,”  which  at  one  time  threatened  to 
involve  the  whole  project  in  ruin.  The  circumstances  of  this 
extraordinary  incident  appear  to  have  been  as  follows.  The 
notorious  James  Fisk,  Jr.,  a  prominent  and  unscrupulous  specu¬ 
lator  of  the  period,  made  a  demand  upon  the  Union  Pacific 
Railroad  Company  to  pay  him  $75,000  blackmail;  he 
threatened  in  case  of  refusal  to  bring  a  suit  against  the  Union 
Pacific  in  the  court  of  Judge  Barnard,  of  New  York.62  The 
Union  Pacific  people  had  good  reason  to  fear  a  suit  of  this 
character,  for  Judge  Barnard  was  thoroughly  unscrupulous, 
and  was  at  the  time  assisting  Fisk  and  his  associate,  Jay 
Gould,  in  their  well-known  raid  on  the  Erie  Railway.  Fisk’s 
demand  was  nevertheless  refused.  Thereupon  he  filed  a  com¬ 
plaint  in  Judge  Barnard’s  court,63  in  which  he  alleged  that  he 
had  in  September,  1867,  offered  to  subscribe  to  20,000  shares 
of  Union  Pacific  stock,  for  which  he  had  tendered  a  sum  suffi¬ 
cient  to  meet  the  requirements  of  the  law;  and  that  the  treas¬ 
urer  of  the  company  had  refused  his  tender,  contrary  to  a 
charter  provision  which  required  books  to  remain  open  for 
stock  subscriptions  until  the  road  was  completed.  Fisk  further 
alleged  that  he  was  the  owner  of  six  shares  of  Union  Pacific 
stock  which  he  had  purchased  in  the  open  market,  and  that  his 
interests  as  a  shareholder  were  being  injuriously  affected  by 
construction  contracts  which  were  made  with  the  Credit  Mo- 
bilier.  Fisk  asked  the  court  to  order  the  delivery  to  him  of 
the  20,000  shares  of  stock  to  which  he  claimed  he  was  entitled; 

83  Testimony  taken  by  the  Judiciary  Committee  of  the  New  York  Assembly  in  regard 
to  Judges  Cardoza  and  Barnard,  p.  953,  testimony  of  Cornelius  Bushnell.  . 

68  Proceedings  in  the  Trial  of  Judge  Barnard,  pp.  932  ft.  It  seems  that  the  Union 
Pacific  did  pay  over  to  some  attorneys  $50,000  for  the  purpose  of  settling  this  suit. 
What  became  of  this  sum  is  doubtful.  One  story  was  that  the  money  was  paid  to 
Fisk,  and  that  Fisk  “went  back”  on  the  Union  Pacific.  (See  Wilson  Report,  p.  295, 
testimony  of  Oliver  Ames;  p.  317,  testimony  of  John  B.  Alley.) 
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and  also  to  issue  an  injunction  restraining  the  railroad  com¬ 
pany  from  any  further  transactions  with  the  Credit  Mobilier. 

This  suit  was  brought  in  July,  1868,  and  was  continued 
from  time  to  time  until  the  following  March.  On  the  ninth 
of  that  month  Judge  Barnard  refused  a  motion  of  the  defend¬ 
ant  Union  Pacific  Railroad  for  removal  to  the  federal  court. 
The  same  day  Fisk  filed  a  supplemental  complaint,  asking  for 
an  injunction  to  prevent  the  railroad  company  from  electing 
a  board  of  directors  at  the  annual  meeting  which  was  to  take 
place  on  the  following  day.  Fisk  alleged,  as  his  reason  for 
asking  for  this  injunction,  the  refusal  of  the  company’s  officers 
to  permit  him  to  vote  the  20,000  shares  of  stock  of  which 
he  claimed  he  was  rightfully  the  owner.64  Barnard  granted 
the  desired  injunction.  The  election  was  about  to  be  held 
when  the  appearance  of  the  sheriff  at  the  company’s  office 
prevented  it.  A  few  days  later,  Judge  Barnard  on  Fisk’s 
application  enjoined  the  Union  Pacific  from  issuing  any 
more  bonds  or  transacting  any  business ;  and  at  the  same  time, 
also  on  Fisk’s  application,  appointed  William  M.  Tweed,  Jr., 
“Boss”  Tweed’s  son,  as  receiver  for  the  Credit  Mobilier.65 

These  orders  were  ostensibly  for  the  purpose  of  prevent¬ 
ing  any  further  alleged  fraudulent  relations  between  the  rail¬ 
road  company  and  the  construction  company;  however,  if 
they  were  carried  out,  their  effect  would  be  to  tie  up  work 
on  the  railroad.  At  that  time  work  out  on  the  line  of  the 
road  was  being  vigorously  carried  on.  If  the  company  could 
not  continue  to  raise  money  by  selling  or  pledging  its  securi¬ 
ties,  the  cash  necessary  to  carry  on  the  construction  could  not 
be  procured. 

The  officers  of  the  railroad  disregarded  Judge  Barnard’s 
orders  and  continued  to  transact  business  as  usual.  The 
Judge  thereupon  directed  the  sheriff  to  seize  the  company’s 
offices.  One  of  the  government  commissioners  appointed  to 

84  Proceedings  in  the  trial  of  Judge  Barnard,  pp.  947,  948. 

86  Ibid.,  p.  967. 
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examine  the  road  learned  of  this  proceeding  and  notified  the 
railroad  officials  before  the  Judge’s  order  could  be  carried 
out.  Deciding  that  New  York  was  not  a  safe  place  for  them, 
the  railroad  officials  gathered  up  the  company’s  bonds  and 
other  things  of  value  and  fled  hurriedly  across  the  river  into 
New  Jersey.  They  had  barely  left  their  offices  when  the 
sheriff’s  posse  appeared  and  took  possession.  The  company’s 
safe  was  broken  open,  but  nothing  of  value  was  found  within, 
for  the  auditor  and  his  clerks  had  carried  everything  they 
could  lay  their  hands  on  away  with  them  out  of  Judge  Bar¬ 
nard’s  jurisdiction.06  Over  $400,000  of  government  bonds 
and  company  first  mortgage  bonds  disappeared,  however, 
in  the  confusion  and  were  never  afterwards  found.67 

The  company  never  again  established  its  principal  offices 
in  New  York.  Its  officers  applied  to  Congress  for  permission 
to  remove  their  headquarters;  and  upon  the  passage,  in  1869, 
of  an  act  which  authorized  the  Union  Pacific  to  establish  its 
principal  office  in  any  city  of  the  United  States,  the  company 
moved  to  Boston. 

The  six  shares  of  which  Fisk  was  the  owner  had  been 
purchased  subject  to  the  terms  of  the  Oakes  Ames  contract 
and  its  assignment.  Fisk  pretended  that  it  was  his  purpose 
to  protect  his  interest  as  a  stockholder  by  preventing  the 
Union  Pacific  directors  from  making  iniquitous  and  corrupt 
contracts  with  themselves  through  the  Credit  Mobilier 
arrangement.  His  charges  were  merely  pretexts.  Fisk  had 
achieved  notoriety  in  connection  with  the  famous  “Erie  raid,” 
and  the  New  York  gold  conspiracy  of  September,  1869,  which 
culminated  in  “Black  Friday.”  His  purpose  in  bringing  suit 
against  the  Union  Pacific  was  to  reduce  the  price  of  its  securi¬ 
ties  and  to  ruin  the  road’s  credit  in  order  that  he  might  get 
control  of  the  company.  The  timely  warning  which  the 
Union  Pacific  officials  received  had  enabled  them  to  remove 


60  Testimony  before  the  Judiciary  Committee,  p.  955,  testimony  of  Bushnell. 
87  Ibid.,  p.  957,  testimony  of  Bushnell. 


50 


HISTORY  OF  THE  UNION  PACIFIC 


themselves  and  the  property  of  the  company  beyond  Fisk’s 
reach;  but  the  suit  and  the  injunctions,  the  raid,  and  the 
appointment  of  Tweed  as  receiver,  are  said  to  have  been 
responsible  for  a  decline  in  the  market  value  of  Union  Pacific 
first  mortgage  bonds  from  102  to  65. 68 

One  of  the  Union  Pacific  directors,  Cornelius  Bushnell, 
subsequently  testified  that  although  Fisk  failed  to  get  con¬ 
trol  of  the  road,  this  raid  cost  the  Union  Pacific  about 
$5,000,000  through  the  depreciation  of  its  securities.69  Mr. 
Bushnell  testified  in  1873: 

Fisk  had  told  us,  “I  will  break  you  up  so  that  you  can  not 
meet  your  obligations,  and  the  first  one  you  default  on  I  will 
buy  up,  and  so  on,  until  I  get  control  of  the  road  the  same  as 
with  the  Erie.”  He  bragged  that  he  would  do  that.70 


Judge  Barnard  was  one  of  the  notoriously  corrupt  judges 
who  flourished  during  the  Tweed  regime  in  New  York. 
Fisk’s  whole  record,  as  well  as  the  evidence  brought  out  in 
1872  during  Judge  Barnard’s  subsequent  impeachment,  showed 
that  the  purpose  of  these  proceedings  was  solely  to  enable  Fisk 
by  a  “blackmailing  suit”  to  obtain  control  of  the  Union  Pacific, 
as  he  succeeded  in  doing  in  the  case  of  the  Erie.  ^ 

Criticism  of  the  Credit  Mobilier  Arrangement 

The  Credit  Mobilier  scheme  was  by  no  mean^  a  novel 
arrangement,  as  some  have  supposed.  The  method  of\building 
railroads  from  the  proceeds  of  the  bonds,  and  issuing  the  stock 
as  a  gratuity,  had  been  the  usual  custom  of  railroad  promoters. 
Every  one  of  the  Pacific  railroads  was  built  in  the  sam6  way. 
Much  has  been  said  and  written  regarding  the  Credit  Mobilier. 
This  sort  of  financiering  has  been  justly  condemned.  How¬ 
ever,  it  should  not  be  forgotten  that  it  was  a  tremendous  under¬ 
taking  to  construct  a  railroad  through  an  uninhabited  region, 
over  mountains,  and  in  a  desert  where  water  was  scarce  and 


08  Testimony  taken  by  the  Judiciary  Committee,  p.  955,  testimony  of  Bushnell. 
89  Ibid.,  p.  956,  testimony  of  Bushnell. 

70  Wilson  Report,  p.  48,  testimony  of  Bushnell. 
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Indians  a  constant  danger;  with  labor  high,  with  gold  at  a 
premium,  and  materials  for  construction  abnormally  expen¬ 
sive.  There  is  little  likelihood  that  the  road  could  have  been 
built  under  the  stock  subscription  plan  contemplated  by  the 
acts  of  Congress.  It  must  be  conceded  that  men  who  take 
extraordinary  risks  have  a  right  to  large  returns.  The  men 
who  were  interested  in  the  Credit  Mobilier  were  apparently 
unconscious  of  the  existence  of  anything  in  the  nature  of  fraud 
in  the  construction  contracts,  and  they  asserted  that  so  far  as 
the  road’s  management  was  concerned,  it  was  the  business  of 
no  one  except  themselves.  The  testimony  of  John  M.  S. 
Williams  illustrates  their  attitude : 

Q.  Do  you  think  it  was  acting  in  good  faith  to  the  Gov¬ 
ernment  to  include  in  the  cost  of  the  road  the  profits  which 
they  divided  up  among  themselves  ? 

A.  I  do  not  think  the  Government  was  interested  in  it  at 
all  ...  .  and  therefore  do  you  see  any  want  of  good  faith 

at  all . In  everything  we  did  we  thought  nobody  had 

any  interest  but  ourselves.71 

Mr.  Williams  also  testified  as  follows : 

Q.  Did  this  road  cost  the  Union  Pacific  Railroad  Company 
more  than  it  cost  the  Credit  Mobilier  ? 

A.  It  depends  upon  how  you  look  at  it.  If  your  right-hand 
pocket  had  more  money  than  your  left,  and  you  took  some 
from  your  right  and  put  it  in  your  left,  you  would  be  neither 
richer  nor  poorer.72 

On  the  other  hand,  Congress  and  the  nation  had  placed  a 
great  trust  in  the  hands  of  the  men  who  were  to  build  the 
Pacific  railroad.  The  government  had  made  an  unconditional 
grant  of  land  which  proved  to  be  worth  millions  of  dollars. 
In  addition,  the  government  loaned  to  the  company  over 
$27,000,000  of  subsidy  bonds.  The  bond  subsidy  furnished 
over  half  the  sum  needed  to  build  the  road.  The  road’s  entire 
capitalization  was  nearly  double  what  it  had  cost  to  build  and 

71  Wilson  Report,  p.  167,  testimony  of  J.  M.  S.  Williams. 

72  Ibid.,  p.  170,  testimony  of  J.  M.  S.  Williams. 
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equip  the  Union  Pacific.  The  interests  of  the  government,  of 
future  security-holders,  and  of  the  public,  who  would  be 
forced  to  bear  the  burden  of  the  company’s  inflated  capitaliza¬ 
tion,  were  disregarded. 

One  other  matter  remains  to  be  considered.  The  builders 
asserted  that  their  entire  cash  profits  could  not  be  called  exces¬ 
sive  as  they  did  not  exceed  the  cost  of  construction  by  more 
than  about  25  per  cent.  Construction  companies  which  built 
railroads  in  the  settled  parts  of  the  country  where  there  was 
much  less  risk  frequently  made  as  much,  it  seems,  as  100  per 
cent.73  Even  if  this  last  statement  is  true,  the  inference  is 
somewhat  misleading.  The  actual  construction  cost  between 
$50,000,000  and  $60,000,000,  but  these  men  did  not  raise  this 
sum  out  of  their  own  pockets.  Had  they  done  so,  it  might  be 
conceded  that  their  claim  to  a  profit  of  25  per  cent  was  reason¬ 
able,  in  view  of  the  risks  which  they  ran.  The  entire  capital 
stock  of  the  Credit  Mobilier,  which  represented  their  original 
cash  outlay,  amounted  to  only  $3^50,000.  As  the  work  pro¬ 
gressed  funds  were  obtained  from  the  sale  of  government 
bonds  and  the  railroad  company’s  securities.  One  authority 
estimates  the  amount  of  capital  invested  at  any  one  time  as 
probably  not  in  excess  of  $10,000,000  ;74  so  that  if  this  figure 
is  approximately  correct  the  contractors  made  a  profit  of  over 
200  per  cent.  This  fact  should  be  borne  in  mind  as  having  an 
important  bearing  upon  the  reasonableness  of  the  contractors’ 
profits. 

It  is  much  easier  to  point  out  the  evils  of  the  Credit 
Mobilier  scheme  than  it  is  to  point  out  how  the  road  could 
have  been  built  in  any  other  way.  General  Dodge  has  said 
that  when  he  suggested  to  President  Lincoln  that  the  govern¬ 
ment  build  the  Pacific  railroad,  the  President  refused  to  enter¬ 
tain  any  such  project.  In  1862  the  United  States  was  engaged 


73  Wilson  Report,  p.  435,  testimony  of  Horace  A.  Clark. 

74  Davis,  The  Union  Pacific  Railway,  p.  172.  White  in  his  work  on  the  Union 
Pacific  fails  to  take  this  into  account.  According  to  his  figures  the  profits  of  the  con¬ 
tractors  were  about  $16,000,000.  “This,”  he  says,  “does  not  seem  an  immoderate 
profit.”  History  of  the  Union  Pacific  Railway,  p.  37.) 
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in  the  Civil  War  and  so  was  too  much  occupied  to  enter  the 
field  of  railroad  construction.  Lincoln  was  ready  to  offer 
ample  governmental  aid,  but  he  insisted  that  private  capitalists 
do  the  work.  If  the  government  had  undertaken  to  build  the 
Pacific  railroad,  it  would  have  done  so  at  a  time  when  corrup¬ 
tion  permeated  the  national  Civil  Service,  when  fortunes  were 
being  made  by  corrupt  army  contractors,  when  “carpet-bag¬ 
gers”  flourished,  when  frauds  in  the  Indian  and  in  the  postal 
service  were  just  beginning  to  reach  enormous  proportions, 
when  the  judiciary  of  the  great  city  of  New  York,  the  financial 
center  of  the  nation,  was  at  the  service  of  men  like  Fisk  and 
Tweed,  and  when  dishonesty  affected  many  branches  of  the 
federal  government.  It  is  not  improbable  that  a  government- 
built  road  might  have  developed  far  greater  abuses  than  the 

CredfrMobilier.  “  " '  ~~~~  .  . . . . . . 

What  other  course  might  have  been  adopted,  and  with  what 
result,  is  conjectural.  A  frank  offer  to  capitalists  of  a  cash 
bonus,  or  an  unconditional  bond  subsidy,  paid  in  instalments, 
with  proper  supervision  upon  the  road’s  capitalization  to  pre¬ 
vent  any  stock  or  bond  watering,  might  have  accomplished  the 
desired  result.  The  road  certainly  was  worth  a  large  bonus, 
both  to  the  government  and  to  the  people.  If  such  a  course 
could  have  been  found  practicable,  it  might  have  avoided  the 
overcapitalization  which  levied  a  tax  upon  the  future  of  the 
Union  Pacific  and  upon  the  general  community. 

In  1873,  during  the  course  of  a  congressional  investigation, 
Horace  A.  Clark,  who  was  at  that  time  president  of  the  Union 
Pacific,  was  asked  if  the  company’s  financial  condition  would 
not  have  been  vastly  improved  if  its  capital  stock  had  been 
originally  paid  in  in  cash,  and  the  road  built  with  the  proceeds. 
Mr.  Clark  had  not  been  in  any  way  connected  with  the  Credit 
Mobilier;  yet  his  answer  is  an  interesting  commentary  on  the 
road’s  early  history: 

Taking  into  consideration  the  high  prices  of  the  times, 
the  reckless  extravagance  of  the  construction,  the  fact  that  it 
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was  a  road  built  in  the  first  place  without  a  route,  no  pass  then 
discovered,  ....  without  timber,  without  fuel,  without 
water,  with  gold,  I  think,  at  160  and  with  iron  at  $160  a  ton, 
the  work  hurried  up  with  night  and  day  gangs,  working  with 
great  rapidity  in  order  to  get  the  advances  from  the  Govern¬ 
ment,  with  half  the  force  engaged  in  keeping  the  Indians  off 
from  the  other  half  that  was  at  work;  if  there  had  been  thirty 
millions  at  that  time  in  the  treasury,  I  think  the  money  would 
have  been  very  soon  squandered,  and  I  do  not  believe  that 
there  would  have  been  a  road.75 

President  Clark’s  judgment  may  have  been  wrong;  his 
opinion  is  nevertheless  interesting  and  his  argument  plausible. 
The  weight  of  evidence  seems  to  indicate:  that  the  builders 
saw  no  impropriety  in  their  policy ;  that  they  built  a  fairly  good 
road  for  that  time;  and  that  they  prosecuted  the  work  of  con¬ 
struction  with  vigor  and  energy.  But  when  the  road  was 
finished,  on  May  io,  1869,  it  was  encumbered  with  a  bond 
issue  of  more  than  $74,000,000,  par  value,  in  addition  to  the 
capital  stock.  Upon  the  funded  debt  the  annual  interest  was 
very  heavy.  The  stock  was  not  worth  more  than  about  30 
cents  on  the  dollar.  The  entire  capitalization  of  the  Union 
Pacific  amounted  to  $110,962,812,  or  over  $106,000  a  mile, 
of  which  nearly  50  per  cent  was  water. 


7B  Wilson  Report,  p.  403,  testimony  of  H.  A.  Clark. 
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THE  WORK  OF  CONSTRUCTION 
Character  of  Country 

The  Credit  Mobilier  will  be  further  and  more  fully  dis¬ 
cussed  in  the  following  chapter.  No  just  verdict  regarding 
the  Credit  Mobilier  operations  can  be  rendered  without  a 
proper  appreciation  of  the  physical  conditions  under  which  the 
Union  Pacific  was  built.  While  the  Credit  Mobilier  scheme 
has  received  general  condemnation,  fairness  to  the  builders  of 
the  first  transcontinental  railroad  demands  a  presentation  of  a 
picture  of  the  situation  which  confronted  them  out  on  the  line 
of  the  road.  It  must  be  understood  that  the  large  capitaliza¬ 
tion  of  the  Union  Pacific  was  not  entirely  a  result  of  the 
Credit  Mobilier  transactions.  Other  causes  contributed  to 
make  this  road  more  costly  than  its  more  recently  built 
competitors. 

Before  this  railroad  was  built,  the  only  settlements  in  the 
far  west  outside  of  California  and  Oregon  were  a  few  mining 
camps  in  Colorado  and  in  Nevada,  and  the  Mormon  colony 
in  the  valley  of  Great  Salt  Lake.  Between  the  Missouri  River 
and  California  the  country  intervening  was  almost  entirely 
uninhabited  save  by  the  Indians.  On  maps  drawn  at  that  time, 
what  is  now  the  great  agricultural  state  of  Nebraska  was  indi¬ 
cated  as  a  part  of  the  “Great  American Desert”  In  Wyoming, 
Utah,  and  Nevada,  water  was  scarce,  and  where  it  was  found 
it  was  heavily  impregnated  with  alkali.  In  this  region  the 
land  along  the  line  of  the  proposed  overland  road  was  known 
to  be  desert  land.  Much  of  the  territory  which  was  formerly 
known  as  the  “Great  American  Desert”  has  since  been  found 
suitable  for  agriculture  or  grazing,  and  valuable  mines,  not 
only  of  gold  and  silver,  but  of  coal  and  iron,  have  been 
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developed;  but  at  that  time  the  physical  characteristics  of  this 
region  held  out  very  little  promise  of  developing  local  traffic. 

When  construction  began  on  the  Union  Pacific,  railroads 
were  building  west  through  Iowa,  but  Omaha  was  without 
through  railroad  connection  with  the  east  until  1867.  Materi¬ 
als,  machinery,  and  laborers  were  forced  to  ascend  the  Mis¬ 
souri  River  in  steamboats  or  travel  overland  in  wagons.  The 
Union  Pacific  was  building  across  a  timberless  prairie;  the 
few  trees  which  were  found  along  the  route  were  mostly  cot¬ 
tonwoods,  which  required  burnetizing  before  they  could  be 
used  for  ties.  It  is  said  that  on  a  portion  of  the  road  the  ties 
cost  as  much  as  $5  apiece.1  Under  the  law  the  company  was 
compelled  to  use  American  iron  for  its  rails  and  equipment. 
This  restriction  is  said  to  have  increased  the  cost  of  the  iron 
used  by  about  $10  a  ton.2  While  building  through  the  desert, 
water  was  shipped  out  over  the  track  already  laid,  and  was 
hauled  from  the  end  of  the  rails  to  the  places  where  the  men 
were  working.3  The  Indian  inhabitants  of  the  plains  con¬ 
tributed  their  share  to  the  difficulties  of  building  the  road. 

Private  surveys,  not  the  Pacific  railroad  surveys  which 
were  made  under  the  direction  of  the  United  States  govern¬ 
ment  in  1853,  determined  where  the  road  was  to  be  located. 
Surveys  continued  almost  until  the  road’s  final  completion. 
Work  on  the  eastern  portion  of  the  line,  in  Nebraska,  was 
completed  and  the  track  laid  before  the  route  farther  west 
had  been  located  definitely.  Each  surveying  party  included 
the  usual  number  of  civil  engineers,  rodmen,  flagmen,  and 
chainmen,  besides  axemen,  teamsters,  and  herders.  When  a 
party  was  expected  to  live  on  game  a  hunter  was  added.  Each 
party  numbered  from  18  to  21  men,  all  of  whom  were  well 
armed.  In  the  Indian  country  the  men  were  regularly  drilled, 
although  after  the  Civil  War  was  over  this  was  generally 

1  Poland  Report,  p.  108,  testimony  of  Alley.  This  is  denied  by  a  subcontractor  who 
furnished  ties  for  a  part  of  the  route.  He  says  ties  cost  only  60  or  70  cents  each. 
But  this  part  was  in  the  Wahsatch  Mountains,  near  a  timber  supply.  (See  Pac.  Ry. 
Com.,  testimony,  p.  1087,  testimony  of  J.  W.  Davis.) 

3  Ibid..,  p.  255,  testimony  of  James  Brooks. 

*  Wilson  Report,  p.  694,  testimony  of  A.  J.  Poppleton. 
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unnecessary,  as  a  large  number  of  discharged  soldiers  entered 
the  employ  of  the  Union  Pacific.  Surveyors  operating  in  a 
hostile  country  were  usually  accompanied  by  detachments  of 
United  States  troops;  but  notwithstanding  this  protection, 
parties  were  often  attacked,  their  men  killed  or  wounded,  and 
their  livestock  run  off.4 

The  Evans  Pass 

In  1866,  General  Granville  M.  Dodge  became  chief  engi¬ 
neer.  At  this  time  the  problem  of  locating  a  pass  over  the 
range  had  not  yet  been  solved.  The  adoption  of  a  line  through 
Denver  would  force  the  road  to  cross  the  mountains  by  one 
of  the  high  passes  of  Colorado.  Surveys  of  these  passes 
showed  that  their  elevations  were  so  great  that  many  of  them 
crossed  the  range  near  the  snow  line.  A  railroad  through 
Colorado  would  require  difficult  and  expensive  engineering. 
A  much  easier  route  lay  through  Wyoming.  Where  the  Con¬ 
tinental  Divide  is  crossed  by  the  Union  Pacific,  west  of  Raw¬ 
lins,  Wyoming,  it  is  a  gently  sloping  plateau.  The  only  seri¬ 
ous  difficulty  by  way  of  this  route  was  just  west  of  Cheyenne, 
where  there  is  a  sharp  ridge  known  as  the  Black  Hills,  or 
Laramie  Mountains. 

General  Dodge  believed  he  had  found  the  true  location  over 
this  range  in  1865,  the  year  before  he  became  chief  engineer. 
The  discovery  by  him  of  the  Evans  Pass  affords  an  illustration 
of  the  Indian  danger  to  which  surveying  parties  were  con¬ 
stantly  exposed.  In  1865,  while  the  General  was  still  in  the 
service  of  the  United  States  army,  he  was  returning  from  an 
Indian  campaign  in  northeastern  Wyoming.  His  great  inter¬ 
est  in  the  Pacific  railroad  project  led  him  to  leave  his  troops 
from  time  to  time  for  the  purpose  of  examining  the  approaches 
and  passes  of  the  Black  Hills  south  of  Fort  Laramie,  Wyo¬ 
ming.  On  these  occasions  he  was  accompanied  only  by  small 
detachments.  When  his  main  body  of  troops  reached  Lodge 


4  Dodge,  How  We  Built  the  Union  Pacific  Railway,  p.  13. 
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Pole  Creek,  in  southeastern  Wyoming,  Dodge  took  six  men 
with  him  and  rode  up  the  creek  to  the  summit  of  the  Cheyenne 
Pass.  From  this  point  the  party  rode  southward  along  the 
crest  of  the  range.  Without  warning  a  band  of  Indians  ap¬ 
peared  between  them  and  the  main  body  of  their  troops.  Gen¬ 
eral  Dodge’s  party  managed  in  some  way  to  reach  a  nearby 
ridge  on  the  eastern  slope,  where  they  could  signal  to  the  main 
body.  Then  dismounting,  they  started  down  the  ridge.  They 
succeeded  in  holding  the  Indians  at  bay  with  their  rifles  until 
their  cavalry,  having  seen  their  signals,  came  to  their  relief.6 
On  this  occasion  Dodge  followed  this  ridge  and  found  that  it 
led  without  a  break  to  the  plains.  He  also  observed  that  the 
geological  character  of  this  pass  was  of  such  sort  that  it  would 
greatly  facilitate  the  work  of  building  a  railroad  over  it.  Later 
and  more  detailed  surveys  made  after  Dodge  became  chief 
engineer  demonstrated  that  this  pass  was  the  most  suitable 
route  for  a  railroad. 

It  was  the  discovery  of  this  pass  which  enabled  the  con¬ 
tractors  to  save  a  large  sum  in  building  over  the  range.  The 
physical  difficulties  anticipated  in  building  over  the  mountains 
were  greatly  simplified.  James  Wilson,  a  government  director, 
testified  in  1873: 

From  my  knowledge  of  the  line  now  and  of  the  country 
through  which  it  passes,  I  think  that  if  Congress  had  under¬ 
stood  what  can  be  seen  in  that  country  now,  the  act  of  1864 

would  not  have  been  passed  in  its  present  terms . It 

looks  very  different  now  going  through  the  country  by  rail, 
from  what  it  did  by  the  reports  that  came  to  us  as  to  the  con¬ 
dition  of  the  country,  its  character,  formation,  etc.® 

Indian  Difficulties 

But  if  the  anticipated  physical  difficulties  to  be  met  in  the 
mountains  proved  to  have  been  exaggerated,  the  builders  had 

6  For  a  full  account  of  this  incident,  see  Dodge,  How  We  Built  the  Union  Pacific 
Railway,  pp.  17  ff. ;  also  Wilson  Report,  p.  238,  testimony  of  James  Wilson.  This  pass 
is  near  the  Sherman  station,  a  few  miles  west  of  Cheyenne,  Wyoming. 

•  Wilson  Report,  p.  238,  testimony  of  James  Wilson. 
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no  lack  of  trouble  at  the  hands  of  hostile  Indians.  General 
Dodge  has  told  of  the  experiences  of  surveying  parties  in  the 
Indian  country.  Near  the  present  site  of  the  city  of  Cheyenne, 
one  party  was  attacked  and  two  men  killed.7  Another  party 
working  near  the  east  base  of  the  mountains  was  driven  off 
and  its  chief  killed.8  In  1867  a  party  surveying  on  the  Lara¬ 
mie  Plains,  west  of  the  Black  Hills,  lost  several  men  in  a  fight 
with  the  Indians  near  what  is  now  the  Cooper  Lake  station. 
This  party  lost  some  of  their  animals  and  supplies  as  well. 
Nevertheless  the  same  party  continued  its  surveys  westward 
into  what  is  known  as  the  Red  Desert,  in  the  south  central  part 
of  the  territory  of  Wyoming.  A  detachment  working  near 
Bitter  Creek  was  again  attacked  by  Indians  and  Percy  T. 
Browne,  the  chief  of  the  party,  was  killed.9  General  Dodge 
relates  other  occasions  when  surveying  parties  were  robbed 
and  their  men  killed.  These  Indian  difficulties  added  materially 
to  the  cost  of  surveying. 

The  official  reports  of  the  chief  engineer  call  attention  to 
the  difficulty  of  obtaining  water,  and  the  hardship  which  sur¬ 
veying  parties  underwent  on  this  account.  On  one  of  his 
surveys  in  western  Wyoming,  General  Dodge  himself  rescued 
a  party  which  was  in  great  distress  on  account  of  lack  of 
water.10  It  was  found  necessary  to  sink  deep  artesian  wells 
in  order  to  obtain  water  not  only  for  the  men  but  for  locomo¬ 
tives.  Where  surface  water  was  found  it  was  usually  so 
impregnated  with  alkali  as  to  be  unfit  for  use  in  locomotives.* 11 
Good  water  was  particularly  scarce  in  the  region  between  Raw¬ 
lins,  Wyoming,  and  Green  River,  Wyoming,  a  distance  of 
about  130  miles. 

While  construction  on  the  first  500  miles  on  the  open  level 
plains  was  not  difficult  after  the  necessary  material  had  been 
hauled  out  to  the  end  of  the  track,  or  the  “front,”  hostile 

7  Dodge,  How  We  Built  the  Union  Pacific  Railway,  p.  19. 

8  Ibid.,  p.  20. 

9  Ibid.,  Report  of  the  Chief  Engineer  for  1868,  pp.  33  ff. 

10  Dodge,  How  We  Built  the  Union  Pacific  Railway,  p.  21. 

11  Report  of  the  Chief  Engineer  for  1868-9,  p.  4. 
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Indian  bands  frequently  interrupted  the  work.  Nearly  all 
the  men  employed  on  the  road  were  Civil  War  veterans,  and 
while  they  were  at  work  their  arms  were  stacked  near  at  hand, 
ready  for  instant  use.  At  times  half  of  the  force  would  stand 
guard  while  the  other  half  worked.12  It  was  frequently  neces¬ 
sary  to  ask  assistance  of  the  troops  stationed  at  Fort  Kearney. 
From  Fort  Kearney  to  Bitter  Creek,  a  station  far  out  in 
Wyoming,  every  mile  had  to  be  surveyed,  graded,  tied,  and 
bridged  under  military  protection.13  Notwithstanding  all  pre¬ 
cautions,  it  is  said  that  hundreds  of  workmen  were  killed  and 
much  of  the  livestock  lost.14  On  one  occasion  the  government 
commissioners,  whose  business  was  to  examine  and  report 
upon  a  portion  of  the  road  in  central  Nebraska,  had  the  oppor¬ 
tunity  of  witnessing  a  battle  which  occurred  about  a  mile  from 
the  end  of  the  track.  Surveyors’  stakes  were  pulled  up  and 
destroyed,  stations  were  raided,  and  construction  trains 
wrecked.  Says  General  Dodge: 

Troops  guarded  us  and  we  reconnoitered,  surveyed,  located 
and  built  inside  of  their  picket  lines.  We  marched  to  work 
to  the  tap  of  the  drums  with  our  men  armed.  They  stacked 
their  arms  on  the  dump  and  were  ready  at  a  moment’s  warn¬ 
ing  to  fall  in  and  fight  for  their  territory.15 

Conditions  Attending  Construction 

There  were  other  difficulties  as  well.  Although  the  dis¬ 
covery  of  the  Evans  Pass  greatly  simplified  the  problem  of 
building  over  the  Black  Hills,  it  must  not  be  imagined  that  all 
physical  obstacles  were  removed.  In  crossing  this  range  it 
required  skilful  engineering  to  keep  within  the  maximum  grade 
of  90  feet  to  the  mile.  Just  west  of  the  Sherman  station,  the 
highest  point  on  the  line,  it  was  necessary  to  bridge  Dale 
Creek,  a  chasm  between  600  and  700  feet  wide  and  over  130 

12  Wilson  Report,  p.  431,  testimony  of  H.  A.  Clark. 

13  Dodge,  How  We  Built  the  Union  Pacific  Railway,  p.  15. 

14  Ibid,.,  p.  15.  See  also  Wilson  Report,  p.  494,  testimony  of  John  Duff. 

16  Dodge,  Paper  on  Transcontinental  Railways,  read  before  the  Society  of  the 
Army  of  the  Tennessee,  at  Toledo,  Sept.  15,  1888. 
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feet  high.  Material  for  this  bridge  was  hauled  out  ahead  of 
the  track.  According  to  one  statement  this  bridge  cost  ten 
times  as  much  to  build  as  it  would  have  cost  had  it  been  built 
five  years  later.16  From  Dale  Creek  down  to  the  Laramie 
Plains,  in  Wyoming,  much  of  the  work  was  through  solid 
rock. 

From  the  Laramie  Plains  till  the  valley  of  the  Green  River 

was  comparatively  an  easy  road  to  build . Then  we 

came  to  the  Green  River  which  was  a  very  costly  and  expen¬ 
sive  place  to  build  a  road,  and  we  came  out  to  the  Carbon  and 
got  to  the  coal  fields  and  down  to  Butte  Creek17  where  it  was 
impossible  for  the  cattle  to  drink  the  water  without  dying. 
There  was  no  vegetation  there.  Every  particle  of  corn  and  hay 
and  grain  for  the  cattle,  and  food  for  the  men,  had  to  be  car¬ 
ried  ahead  200  or  300  miles,  where  the  men  were  doing  the 
grading.  A  pound  of  corn  brought  there  cost  perhaps  twenty 
times  as  much  as  it  cost  where  it  started  from.  All  this  made 
the  construction  mighty  expensive.18 

It  was  often  necessary  to  haul  water  in  trains  to  the  end 
of  the  track  and  then  to  carry  it,  sometimes  50  or  60  miles,  to 
the  “front”  in  wagons;  provisions  and  supplies  were  carried 
from  the  end  of  the  track  by  mule  teams  at  a  cost,  it  is  said, 
of  $25  a  day  for  each  team.19 

Advance  parties  of  surveyors,  who  located  the  route,  were 
followed  by  the  graders.  They  could  grade  about  100  miles 
in  thirty  days  where  it  was  level.  The  men  who  graded  the 
portions  farther  west  did  their  work  several  hundred  miles 
in  advance  of  the  track-layers.  Bridge  gangs  worked  from  5 
to  25  miles  ahead  of  the  track.  To  supply  one  mile  of  track 
required  40  cars.  At  one  time  from  8,000  to  10,000  laborers 
were  at  work  on  the  road  in  addition  to  10,000  animals.  Rails, 
ties,  bridging,  fastenings,  railway  supplies,  fuel  for  locomotives 
and  trains,  and  supplies  for  men  and  animals,  were  all  trans- 

10  Wilson  Report,  p.  45,  testimony  of  Bushnell.  This  estimate  is  doubtless  an 
exaggeration. 

17  This  must  be  a  mistake.  Bitter  Creek  is  probably  meant. 

18  Wilson  Report,  p.  45,  testimony  of  Bushnell. 

19  Ibid.,  p.  694,  testimony  of  A.  J.  Poppleton.  See  also  Speech  of  Oakes  Ames  in 
the  House  of  Representatives.  (Cong.  Globe,  42nd  Cong.,  3rd  sess.,  p.  1723.) 
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ported  over  this  single  track  line  west  from  the  Missouri 
River.20 

As  the  rails  moved  farther  and  farther  west,  towns  which 
had  come  into  existence  overnight  near  the  end  of  the  track 
were  either  partially  or  entirely  deserted.  Each  of  these  so- 
called  “terminal  towns”  was  a  collection  of  tents  and  easily 
constructed  portable  houses.  Each  one  was  expected  by  its 
friends  to  become  the  “great  city  of  the  west,”  until  the 
terminus  of  the  road  moved  farther  west.  The  inhabitants, 
aside  from  the  men  who  were  employed  on  the  railroad,  con¬ 
sisted  largely  of  the  lawless,  floating  class  that  has  always 
accompanied  American  westward  expansion.  A  large  portion 
were  desperadoes,  gamblers,  and  abandoned  women.  The  de¬ 
bauchery  and  crime  which  flourished  in  these  temporary  camps 
suggested  to  an  eastern  editor  the  appropriate  name  of  “Hell- 
on-Wheels.”  In  some  instances,  permanent,  law-abiding  set¬ 
tlements  developed  after  the  floating  population  had  moved 
farther  west.  North  Platte,  Julesburg,  Cheyenne,  and  Lar¬ 
amie  are  among  the  places  where  “Hell-on-Wheels”  paused  in 
its  westward  march.21 

Excessive  Speed  of  Construction 

Such  were  the  general  conditions  attending  the  building 
of  the  Union  Pacific  Railroad.  No  mention  has  yet  been 
made  of  one  other  important  factor  which  swelled  the  cost 
of  construction — the  speed  with  which  the  road  was  built. 
There  existed  a  nation-wide  demand  that  the  road  be  finished 
as  soon  as  possible,  and  in  addition  the  financial  interest  of  the 
promoters  impelled  them  to  hasten  the  work.  After  the 
passage  of  the  act  of  1866,  which  authorized  the  Central 
Pacific  to  build  east  until  it  met  the  Union  Pacific  building 
west,  both  roads  began  a  race  across  the  continent  for  the 

20  Dodge,  How  We  Built  the  Union  Pacific  Railway,  pp.  13,  14,  15. 

21  For  pictures  of  the  conditions  in  these  “terminal  towns’’  see  Paxson,  The  Last 
American  Frontier,  pp.  131-34;  and  J.  H.  Beadle,  The  Undeveloped  West,  or  Five 
Years  in  the  Territories,  Philadelphia,  Chicago,  Cincinnati,  and  St.  Louis,  1873,  pp. 
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possession  of  the  tempting  subsidies  which  each  additional 
mile  would  bring  to  them.  There  was  added  a  desire  on  the 
part  of  each  road  to  control  the  traffic  of  the  valley  of  Great 
Salt  Lake,  where  were  the  only  local  settlements  of  any  conse¬ 
quence  along  the  entire  route.  Rich  coal  mines  which  had 
been  discovered  in  Wyoming  would  likewise  be  the  prize  of 
the  road  which  first  reached  them.  In  their  struggles  to  outdo 
each  other,  the  men  in  control  of  the  two  companies  hesitated 
at  no  expense.  Speed,  not  economy,  was  the  object.  The 
Oakes  Ames  contract  contained  a  clause  declaring  that  its 
essence  was  speed  of  construction  and  time  of  completion. 
The  army  of  men  out  in  the  western  deserts  laid  more  miles 
of  track  each  day  than  the  history  of  railroad  building  had 
ever  known  before.  During  1867  and  1868  the  Union  Pacific 
at  times  laid  as  much  as  from  4  to  7  miles  of  track  daily. 

The  road  from  Julesburg,  Colorado,  to  Green  River, 
Wyoming,  a  distance  of  about  450  miles,  was  constructed 
during  1867  and  1868.  In  1868  cold  weather  caught  the 
builders  in  the  Wahsatch  Mountains;  nevertheless  winter  was 
not  allowed  to  delay  the  work.  Grading  and  track-laying  went 
right  ahead  on  the  snow  and  ice.22  Sometimes  temporary 
tracks  were  laid  upon  the  snow.23  General  Dodge  relates  that 
one  time  he  saw  a  construction  train  slide,  locomotive,  track, 
and  all,  off  the  embankment  into  the  ditch.24  Work  on  the 
cuts  and  tunnels  was  carried  on  at  a  time  when  the  earth  was 
frozen  into  a  solid  mass.  It  was  necessary  for  the  men  to 
wear  heavy  overcoats  while  they  worked.  Track-laying  which 
should  have  cost  $600  per  mile  is  said  to  have  cost  $1,500 
per  mile.25 

According  to  General  Dodge,  building  over  the  Wahsatch 
Range  in  winter  added  $10,000,000  to  the  road’s  cost.26  In 
one  of  his  official  reports  to  the  company  he  says  that  the 

22  Dodge,  How  We  Built  the  Union  Pacific  Railway,  p.  23. 

23  Poland  Report,  p.  255,  testimony  of  James  Brooks. 

24  Pac.  Ry.  Com.,  testimony,  p.  3807,  testimony  of  Gen.  Dodge. 

2B  Wilson  Report,  p.  510,  testimony  of  Sidney  Dillon. 

20  Dodge,  How  We  Built  the  Union  Pacific  Railway,  p.  23. 
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cost  was  doubled,  and  sometimes  even  trebled  and  quadrupled, 
by  reason  of  the  difficulties  which  necessarily  attended  con¬ 
struction  during  the  winter  months.  He  adds  further: 

The  extra  cost  of  doing  this  portion  of  the  road  is  ac¬ 
counted  for  by  these  untoward  circumstances  under  which  it 
was  pressed  forward  to  completion,  and  it  is  not  due  to  any 
large  amount  of  work  required  per  mile,  or  peculiarities  in 
its  location,  or  to  anything  pertaining  to  this  immediate  local¬ 
ity?  or  to  its  mountainous  character . None  of  us  have 

ever  approached  a  just  estimate  of  the  real  expense  and  diffi¬ 
culty  of  prosecuting  work  in  high  altitudes  during  the  winter 
season,  and  I  am  led  to  doubt  whether  anything  is  really 
gained  in  time,  distance  accomplished,  or  future  advantages 
secured,  to  compensate  for  the  enormous  cost  of  such  efforts.27 


In  their  mad  race,  the  two  companies  graded  about  200 
miles  side  by  side,  in  Utah  and  eastern  Nevada,  the  Central 
Pacific  grading  east,  the  Union  Pacific  grading  west.  The 
Union  Pacific  wasted  many  thousands  of  dollars  in  employ¬ 
ing  men  to  work  as  far  west  as  Humboldt,  in  central  Nevada. 
The  Central  Pacific  had  graded  its  line  to  Echo  Canon,  in  the 
Wahsatch  Mountains,  in  eastern  Utah.  Between  Ogden  and 
Promontory,  Utah,  a  distance  of  about  50  miles,  graders  of 
the  rival  railroads  worked  alongside  of  one  another  at  the 
same  time,  and  trouble  sometimes  arose  between  the  Irish 
laborers  working  for  the  Union  Pacific  and  the  Chinese  coolies 
employed  by  the  Central  Pacific.28 

The  dispute  between  the  two  companies  threatened  at  one 
time  to  become  serious  enough  to  prevent  a  junction.  Con¬ 
gress  finally  intervened,  and  on  April  10,  1869,  passed  a  joint 
resolution  which  fixed  Promontory,  Utah,  as  the  place  where 
the  two  roads  were  to  meet.29 

Here  the  tracks  met  a  month  later,  on  May  10,  1869.  The 


^  Report  of  the  Chief  Engineer  for  1868-9,  P-  8. 

29  ~-0<%e’  How  We  Built  the  Union  Pacific  Railway,  p.  24. 

miles  west^of*  Ogden^wasTsoId^tc:tthe  Central  Pacific^  an^th^^miles^iiimiediately'^west 

bwame^th^common^erminus.4^6  Ce"ral  PadfiC  froI"  th'  Uni°”  P““‘  S^oSK 


Driving  the  Last  Spike — Union  Pacific  and  Central  Pacific  Railroads 

May,  1869,  Promontory,  Utah 

Furnished  by  the  Passenger  Department  of  the  Union  Pacific  System 
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entire  nation  turned  its  attention  to  this  great  event.  A  great 
number  of  people  assembled  out  on  the  desert  to  watch  the 
joining  of  the  rails.  The  last  tie,  of  polished  California  laurel, 
bore  a  silver  plate  on  which  was  this  inscription : 

THE  LAST  TIE 

LAID  IN  THE  COMPLETION  OF  THE  PACIFIC 
RAILROAD,  MAY  10,  1 869. 

After  the  tie  had  been  laid  in  place,  Leland  Stanford,  the 
then  president  of  the  Central  Pacific,  drove  the  last  spike, 
which  was  of  California  gold,  while  telegraph  wires  received 
the  taps  of  the  hammer  and  transmitted  them  all  over  the 
country.  The  Pacific  was  now  joined  to  the  Atlantic,  and 
the  nation  was  united.30 

Political  Interference  During  Construction  Period 

While  the  work  was  still  in  progress,  reports  circulated  to 
the  effect  that  the  line  was  being  lengthened  unnecessarily  in 
order  that  greater  subsidies  might  be  obtained.  This  charge 
was  too  broad,  although  it  was  well  founded  in  one  or  two 
instances.  West  of  Omaha  the  directors,  after  spending  a 
considerable  sum  in  grading,  abandoned  the  original  location 
which  Engineer  Dey  had  made,  and  adopted  a  more  circuitous 
route  somewhat  to  the  south  whereby  the  road  was  lengthened 
9  miles  in  a  distance  of  13  miles.  The  directors  made  this 
change  ostensibly  for  the  purpose  of  reducing  the  grade  over 
a  range  of  hills  just  west  of  Omaha.31  While  in  fact  no  such 
reduction  resulted,32  the  government  reluctantly  acquiesced  in 
this  new  location  and  issued  the  subsidies  upon  the  mileage 
of  the  lengthened  line.  There  is  some  ground  for  believing 
that  a  portion  of  the  line  in  Wyoming,  near  Laramie,  was 

80  Promontory,  where  the  rails  met,  is  no  longer  on  the  through  line.  The  new 
route  across  Great  Salt  Lake  goes  somewhat  to  the  south  of  the  old  line.  The  station 
of  Promontory  Point  on  the  new  cut-off  is  not  the  same  as  the  Promontory  station 
where  the  rails  met. 

81  House  Exec.  Docs.  No.  i,  39th  Cong.,  1st  sess.  (serial  No.  1248),  being  the 
annual  report  of  the  Secretary  of  the  Interior,  pp.  891  ff.,  especially  p.  898. 

32  Dodge,  How  We  Built  the  Union  Pacific  Railway,  p.  12;  according  to  Gen. 
Dodge,  the  acceptance  of  this  route  was  in  direct  violation  of  the  law. 
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also  lengthened  for  the  same  reason,33  but  there  is  no  evidence 
to  indicate  that  this  was  done  anywhere  else.  After  1898  a 
corps  of  modern  engineers  went  over  the  Union  Pacific  for 
the  purpose  of  rebuilding  the  road  and  improving  its  physical 
condition.  These  engineers  made  certain  costly  changes  and 
grade  reductions  which  were  only  warranted  by  the  large  vol¬ 
ume  of  traffic ;  but  they  made  comparatively  few  alterations  in 
the  road’s  location.  On  the  entire  line  from  Omaha  to  Ogden 
the  only  changes  of  line  which  materially  shortened  the  dis¬ 
tance  were  made  just  west  of  Omaha  and  in  a  few  places  in 
Wyoming.34 

The  unprecedented  speed  of  construction  lent  a  certain 
color  to  the  charge  which  was  not  infrequently  made,  that  the 
company  had  built  a  poor  line,  for  the  sole  object  of  getting 
the  subsidies.  That  the  speed  with  which  the  road  was  built 
resulted  in  inferior  work  is  probably  true.  On  the  other  hand 
the  testimony  of  the  builders,  of  government  directors  and 
commissioners,  and  of  disinterested  third  parties,  such  as  news¬ 
paper  correspondents  and  travelers,35  is  that  the  road  was  on 
the  whole  a  fairly  well-built  road,  as  roads  were  built  at  that 
time,  although  there  is  no  doubt  that  before  the  Union  Pacific 
could  be  called  a  first-class  road,  much  more  work  was  neces¬ 
sary. 

There  were,  however,  adverse  reports.  Two  government 
officers  published  official  reports  which  asserted  that  the  work 
had  been  badly  done.  One  was  made  by  Isaac  W.  Morris,  a 
government  commissioner  appointed  to  examine  and  report 
upon  a  portion  of  the  road  near  Ogden.  How  much  technical 

83  Dodge,  How  We  Built  the  Union  Pacific  Railway,  p.  26.  ....  ,  .  , 

34  E.  H.  Harriman  said  in  1902:  “An  idea  has  generally  prevailed  that  the  length 

of  the  Pacific  roads  was  made  unnecessarily  great  for  the  purpose  of  getting  large 
subsidies  and  grants.  In  our  recent  improvements  on  the  Union  Pacific  we  have 
expended  $6,700,000  on  the  Rocky  Mountain  division  and  on  392  miles  of  that  line  we 
constructed  158  miles  of  new  railroad,  threw  away  188  miles  of  the  old  railroad  and 
expended  something  like  $2,000,000  on  the  line  between  Cheyenne  and  Omaha.  Now 
in  that  whole  distance  of  1,030  miles,  with  that  expenditure,  the  diminution  of  curvature 
was  from  10  degrees  maximum  to  4  degrees  and  the  reduction  of  grades  in  the  moun¬ 
tains  from  90  feet  to  43  feet,  the  whole  distance  of  1,030  miles  was  reduced  only  30 
miles.”  (Commercial  and  Financial  Chronicle,  74:1196.  1902.) 

35  For  a  traveler’s  account,  see  Beadle,  Five  Years  in  the  West,  p.  131. 
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knowledge  Mr.  Morris  had,  which  some  claimed  was  necessary 
in  order  to  understand  railroad  construction  in  the  dry  regions 
of  the  west,  does  not  appear.  He  reported,  on  May  28,  1869, 
that  the  temptation  to  work  fast  had  resulted  in  inferior  work, 
that  the  trestle  work  was  altogether  too  light,  the  curves  too 
sharp,  and  the  general  appearance  of  the  road  slovenly.  Em¬ 
bankments,  he  says,  were  not  wide  enough,  bridges  were 
wooden  and  unsafe,  and  the  general  character  of  the  road 
dangerous  for  heavy  trains.36  There  is  no  reason  to  believe 
that  any  improper  animus  prompted  Morris’  report.  A  more 
damaging  statement  was  issued  in  March,  1869,  by  a  gov¬ 
ernment  director  named  Snow.  Snow  reported  that  the  gen¬ 
eral  character  of  the  eastern  portion  of  the  line  was  marked 
by  bad  curves,  which  saved  labor  and  increased  the  mileage; 
that  in  western  Wyoming  the  road  was  built  right  on  the 
alkali  and  therefore  liable  to  washouts;  that  the  embankments 
and  excavations  were  generally  too  narrow;  and  that  the 
construction  was  characterized  by  carelessness  and  misman¬ 
agement  throughout.37  It  is  claimed  that  Snow’s  report  fol¬ 
lowed  a  refusal  on  the  company’s  part  to  submit  to  a  black¬ 
mailing  demand  which  he  had  made.38 

During  the  course  of  the  debate  over  the  joint  resolution 
of  April  10,  1869,  which  fixed  Promontory,  Utah,  as  the 
junction  point  of  the  Union  Pacific  and  the  Central  Pacific, 
Senator  Stewart  of  Nevada  made  a  serious  attack  on  the 
Union  Pacific  management.  He  accused  the  company’s  officers 
of  having  sacrificed  safety  to  speed,  of  building  the  road  in 
a  careless  and  slovenly  manner,  and  of  a  general  design  to 
defraud  the  government.39  Stewart’s  assertions  must,  how¬ 
ever,  be  taken  with  a  liberal  allowance.  He  was  himself  prob¬ 
ably  open  to  the  charge  of  unfairness.  He  represented  the 

36  House  Exec.  Docs.  No.  180,  44th  Cong.,  1st  sess.  (serial  No.  1691).  Morris’ 
report  was  confined  to  the  portion  of  the  line  between  the  Wahsatch  Mountains  and 
Promontory,  where  the  rival  construction  forces  had  graded  alongside  of  one  another. 

37  Sen.  Exec.  Docs.  No.  69,  49th  Cong.,  1st  sess.  (serial  No.  2336),  pp.  56-64. 

38  Wilson  Report,  p.  290,  testimony  of  Oliver  Ames. 

39  Cong.  Globe,  41st  Cong.,  1st  sess.,  p.  536.  During  heated  debates  in  Congress 
between  adherents  of  the  Union  Pacific  and  the  Central  Pacific,  charges  of  fraud  were 
freely  made  by  both  sides. 
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state  of  Nevada,  and  was  the  Central  Pacific’s  spokesman  in 
the  Senate. 

For  the  purpose  of  investigating  the  truth  of  the  various 
charges  which  circulated  both  in  regard  to  the  Union  Pacific 
and  the  Central  Pacific,  Congress  inserted  in  the  joint  resolu¬ 
tion  of  April  io,  a  section  providing  for  the  appointment  of  a 
board  of  five  “eminent  citizens”  whose  duty  was  to  examine 
and  report  upon  the  physical  condition  of  both  roads.  Patents 
for  one-half  the  land  grant  were  to  be  withheld  until  the  com¬ 
panies  had  complied  with  such  recommendations  as  this  board 
of  “eminent  citizens”  might,  after  examining  the  roads,  see 
fit  to  make.  The  names  of  the  members  of  this  board  were 
Hiram  Walbridge,  S.  M.  Fenton,  C.  B.  Comstock,  E.  F. 
Winslow,  and  J.  F.  Boyd.  These  men  inspected  the  Union 
Pacific  in  1869,  and  reported  in  October  of  that  year  that 
while  a  large  amount  of  work  yet  remained  to  be  done,  the 
road’s  location  was  creditable,  and  that  fewer  errors  had  been 
made  than  might  reasonably  be  expected.40  They  recom¬ 
mended  that  some  of  the  trestles  be  filled  in;  but  they  re¬ 
ported  that  the  Dale  Creek  bridge,  which  Snow’s  report  had 
especially  criticized  as  being  a  dangerous  structure,  was  safe, 
well  built,  and  required  no  filling.  They  reported  that  while 
the  road  compared  favorably  with  a  majority  of  the  first-class 
roads  in  the  United  States,  certain  improvements  should  be 
made,  such  as  ballasting,  widening  embankments,  and  putting 
up  new  buildings.  They  set  forth  in  detail  what  work  they 
considered  necessary,  and  estimated  the  additional  expense 
at  $1,586,100.  The  railroad  company  carried  out  their  recom¬ 
mendations  and  during  the  next  few  years  expended  in  phys¬ 
ical  improvements  double  the  amount  which  their  report  had 
called  for. 

Had  the  company’s  managers  avoided  the  reckless  haste 
with  which  the  road  was  built,  and  had  they  adopted  a  more 
economical  policy  in  the  matter  of  the  construction  contracts, 


40  Sen.  Exec.  Docs.  No.  90,  41st  Cong.,  2nd  sess.  (serial  No.  1406). 
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a  large  sum  would  doubtless  have  been  saved,  and  the  road’s 
capitalization  might  have  been  correspondingly  reduced.  There 
were,  however,  some  elements  of  unnecessary  cost  which  can¬ 
not  be  laid  to  the  door  of  these  men.  Mention  has  been  made 
of  the  fact  that  iron  cost  very  much  more  than  it  would  have 
cost  if  the  company  had  been  permitted  under  its  charter  to 
purchase  foreign  iron.  United  States  commissioners  whose 
business  was  to  examine  the  road  for  acceptance  were  often 
political  appointees  without  technical  knowledge  of  railroad 
building  and  operation.  Their  ignorance  of  practical  civil 
engineering  involved  the  company  in  large  unnecessary  ex¬ 
penses.  On  the  Laramie  Plains  the  government’s  representa¬ 
tive  required  a  cut  through  each  rise,  in  order  that  the  track 
might  run  on  a  level,  instead  of  following  the  contour  of  the 
country.  These  cuts  subjected  the  road  to  a  very  severe  snow 
blockade  in  the  winter  of  1869-1870,  and  the  company  was 
forced  to  spend  in  the  neighborhood  of  $600,000  in  order  to 
refill  the  cuts  and  raise  the  tracks.41  The  government  com¬ 
missioners  also  required  the  company  to  erect  expensive  ma¬ 
chine  shops  at  North  Platte,  Nebraska.  In  1873,  Horace  A. 
Clark,  the  president  of  the  road,  testified  that  these  shops  had 
cost  the  company  $300,000  but  were  “not  worth  three  cents.”42 

In  1868  a  government  commissioner  named  Cornelius 
Wendell  had  been  appointed  to  examine  and  report  upon  a 
portion  of  the  road  near  Bryan,  in  western  Wyoming.  Be¬ 
fore  making  any  report  whatever,  he  demanded  that  the  com¬ 
pany  pay  him  $25,000.  As  time  was  pressing  and  it  was 
necessary  to  have  the  road  accepted  before  the  subsidies  could 
be  drawn,  the  company  yielded  to  Wendell’s  demand  and  paid 
him  the  money.43  It  is  probable  that  there  were  many  other 
instances  of  like  dishonest  blackmailing  demands.  “We  were 
plundered,”  says  John  B.  Alley,  “all  along  the  line  of  the 

41  Wilson  Report,  p.  43*,  testimony  of  H.  A.  Clark. 

45  Ibid. 

48  Ibid.,  pp.  467  ff.,  testimony  of  Webster  Snyder;  pp.  289  ff.,  testimony  of  Oliver 
Ames. 
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road  by  everybody,  who  seemed  to  think  we  were  fair  game.”44 

The  Union  Pacific  Railroad  was  the  greatest  work  of  in¬ 
ternal  improvement  which  up  to  that  time  had  been  under¬ 
taken  in  America.  Its  completion  solved  the  Indian  problem,45 
opened  up  the  Great  West,  and  made  possible  the  United 
States  of  today.  Its  construction  should  have  been  a  source 
of  national  pride;  but  less  than  four  years  after  the  last  spike 
had  been  driven,  when  the  nation  applauded  the  daring  and 
enterprise  of  the  builders,  the  Credit  Mobilier  disclosures  re¬ 
sulted  in  one  of  the  most  sensational  legislative  scandals  the 
country  has  known.  The  Union  Pacific  Railroad  and  the 
Credit  Mobilier  became  bywords,  and  the  men  who  built  the 
first  Pacific  railroad,  and  who  should  have  enjoyed  the  last¬ 
ing  gratitude  of  their  fellow-citizens,  were  held  up  to  national 
reproach  and  shame. 

44  Wilson  Report,  p.  568,  testimony  of  John  B.  Alley. 

46  Paxsori,  The  Last  American  Frontier,  p.  347  ;  Paxson,  The  Pacific  Railroads  and 
the  Disappearance  of  the  Frontier  in  America,  in  Annual  Report  of  the  American 
Historical  Association,  1907. 


CHAPTER  IV 


CONGRESSIONAL  SCANDALS:  CREDIT  MOBILIER; 

THE  MULLIGAN  LETTERS 

Rumors  of  Corruption 

While  the  road  was  still  unfinished,  reports  began  to  circu¬ 
late  to  the  effect  that  the  directors  and  stockholders  of  the 
Union  Pacific  Railroad  were  diverting,  by  means  of  some 
corrupt  device,  the  road’s  immense  subsidies  and  enriching 
themselves  at  the  expense  of  the  company’s  treasury  and  of 
the  government.  It  was  rumored  that  through  some  improper 
arrangement  with  reference  to  the  construction  contracts,  an 
organization  known  as  the  Credit  Mobilier  had  in  some  way 
obtained  possession  of  the  Union  Pacific  Railroad  Company’s 
assets.  In  their  official  reports  the  government  directors  criti¬ 
cized  the  contract  prices  of  the  Hoxie,  Ames,  and  Davis  con¬ 
tracts.  In  1868  and  1869  James  Fisk’s  charges  attracted 
considerable  attention  to  the  Credit  Mobilier,  but  Fisk’s  repu¬ 
tation  was  such  that  his  charges  carried  little  weight.  In 
debates  in  Congress  some  members  denounced  the  Credit 
Mobilier  as  a  fraud,  while  others  rose  to  its  defense.  Charles 
Francis  Adams  wrote  in  January,  1869: 

Who,  then,  constitute  the  Credit  Mobilier?  It  is  but  an¬ 
other  name  for  the  Pacific  Railroad  Ring.  The  members  of 
it  are  in  Congress ;  they  are  trustees  for  the  bondholders,  they 
are  directors,  they  are  stockholders,  they  are  contractors ;  in 
Congress  they  vote  the  subsidies,  in  New  York  they  receive 
them, -on  the  plains  they  expend  them,  and  in  the  Credit 
Mobilier  they  divide  them ;  as  stockholders  they  own  the  road, 
as  mortgagees  they  have  a  lien  upon  it,  as  directors  they  con¬ 
tract  for  its  construction,  and  as  members  of  the  Credit 
Mobilier  they  build  it.1 

1  Adams,  “Railroad  Inflation,"  North  American  Review,  Jan.,  1869. 
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Early  in  1869  Senator  Stewart,  of  Nevada,  made  a  violent 
attack  upon  the  Union  Pacific  management.  In  a  speech  in 
the  Senate  he  charged  the  builders  not  only  with  having  in 
their  eagerness  to  outdo  the  Central  Pacific  built  a  very  poor 
road,  but  with  having  perpetrated  a  gigantic  fraud  upon  the 
government  by  means  of  the  contracts  which  it  made  with 
the  Credit  Mobilier;  and  he  declared  that  the  whole  manage¬ 
ment  was  altogether  corrupt  and  incompetent.2 

The  charges  which  were  freely  made  in  Congress  and  out 
regarding  frauds  alleged  to  have  been  committed  by  the  Credit 
Mobilier  had  one  immediate  effect.  A  section  of  the  joint 
resolution  passed  on  April  10,  1869,  directed  the  Attorney- 
General  to  investigate  whether  any  illegal  profits  or  dividends 
had  been  made,  as  it  was  charged,  and  if  so,  to  take  steps  to 
compel  a  restoration  of  such  sums  as  had  been  improperly 
diverted.  However,  it  seems  no  such  investigation  was  made. 
In  the  national  excitement  and  enthusiasm  over  the  road’s 
completion  a  month  later,  in  May,  1869,  the  Credit  Mobilier 
was  lost  sight  of.  Senator  Stewart’s  attack  on  the  Credit 
Mobilier  had  been  made  in  the  interest  of  the  Central  Pacific, 
with  a  view  to  inducing  Congress  to  fix  the  junction  of  the 
two  roads  farther  east.  He  and  the  interests  he  represented 
had  nothing  further  to  gain  by  pressing  their  attack ;  investiga¬ 
tion  of  the  Credit  Mobilier  might  result  in  a  disclosure  of  the 
operations  of  the  construction  company  which  built  the  Central 
Pacific.  Therefore  Stewart  refrained  from  making  any 
further  charges.  The  interest  in  the  Credit  Mobilier  soon 
waned.  The  country  was  more  interested  in  other  things. 
The  rumors  which  had  circulated  in  1868  and  1869  were 
apparently  forgotten. 

Publication  of  Ames  Letters 

A  publication  in  the  New  York  Sun  suddenly  revived 
national  interest  in  the  Credit  Mobilier.  That  paper,  on  Sep- 


2  Cong.  Globe,  41st  Cong.,  1st  sess.,  p.  536. 
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tember  6,  1872,  printed  some  letters  which  Oakes  Ames  had 
written  to  Henry  S.  McComb,  one  of  the  seven  trustees.3 
These  letters  to  McComb  disclosed  the  existence  of  what 
appeared  to  be  a  corrupt  congressional  ring,  whose  object  was 
to  obtain  governmental  favors  for  the  Union  Pacific  Railroad. 
The  publication  of  these  letters  attracted  wide  attention.  The 
nation  was  again  reminded  of  the  reports  which  had  circulated 
earlier,  in  1868  and  1869,  regarding  the  enormous  profits 
which  the  contractors  had  made  out  of  the  road’s  construc¬ 
tion.  It  now  appeared  as  if  the  men  interested  had  not  alone 
defrauded  the  government  and  the  railroad  through  the  means 
of  improper  construction  contracts  let  at  excessive  prices; 
but  it  seemed  that  the  promoters  had  had  corrupt  relations 
with  members  of  Congress  as  well.  From  the  contents  of 
these  letters,  it  seemed  that  Ames  had  distributed  shares  of 
Credit  Mobilier  among  congressmen  in  order  to  influence 
congressional  action  toward  the  Union  Pacific.  Wrote  Ames 
to  McComb  on  January  25,  1868: 

You  say  I  must  not  put  too  much  (Credit  Mobilier  stock) 
in  one  locality.  I  have  assigned,  as  far  as  I  have  gone,  to  4 
from  Mass.,  1  from  N.  H.,  1  Del.,  1  Tenn.,  1  Ohio,  2  Penn., 
i  Ind.,  1  Maine.  I  have  3  to  place  which  I  shall  put  where 
they  will  do  the  most  good  to  us.  I  am  here  on  the  spot  and 
can  better  judge  where  they  should  go. 

Two  other  interesting  extracts  from  this  correspondence 
are  as  follows : 

Yours  of  the  28th  is  at  hand  enclosing  copy  of  letter  from, 
or  rather  to,  Mr.  King.  I  don’t  fear  any  investigation  here. 
What  some  of  Durant’s  friends  may  do  in  N.  Y.  courts  can’t 
be  counted  upon  with  any  certainty.  You  do  not  understand 
by  your  letter  what  I  have  done  and  am  to  do  with  my  shares 

of  stock . I  have  used  this  where  it  will  produce  most 

good  to  us  I  think . In  view  of  King’s  letter  and 

3  See  also  the  files  of  the  New  York  Tribune,  especially  September  7,  187a  The 
correspondence  is  printed  as  a  part  of  the  testimony  of  H.  S.  McComb,  pp.  4,  5, 
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Washburne’s  move4  here,  I  go  in  for  making  our  bond  divi¬ 
dend  in  full.  We  can  do  it  with  perfect  safety . 

The  contract  calls  for  the  division  and  I  say  have  it  (Jan¬ 
uary  30,  1868). 

We  want  more  friends  in  Congress  and  if  a  man  will  look 
into  the  law  (and  it  is  difficult  to  get  them  to  do  it  unless 
they  have  an  interest  to  do  so)  he  can  not  help  being  con¬ 
vinced  that  we  should  not  be  interfered  with  (February  22, 
1868). 

The  publication  of  these  letters  resulted,  it  seems,  from 
a  quarrel  between  Ames  and  McComb.  McComb  had  been 
one  of  the  earlier  promoters,  and  a  partisan  of  Durant  in  the 
internal  disagreements  of  the  Union  Pacific  management. 
The  Credit  Mobilier  stock  had  become  valuable  after  the 
acceptance  of  the  Ames  contract  and  the  discovery  of  the 
Evans  Pass,  and  McComb  claimed  by  virtue  of  some  arrange¬ 
ment  which  he  had  made  with  Dr.  Durant  that  he  was  entitled 
to  subscribe  at  par  to  some  shares  which  the  directors  had 
placed  in  Ames’  hands,  and  which  had  been  entered  on  the 
stock  books  of  the  Credit  Mobilier  in  the  name  of  “Oakes 
Ames,  Trustee.”  Ames  held  343  shares  “as  trustee”  apart 
from  the  stock  which  he  held  in  his  own  name.  The  corre¬ 
spondence  between  Ames  and  McComb  had  reference  to  these 
343  shares  of  Credit  Mobilier  stock.5 6 

McComb  tried  to  induce  Ames  to  turn  over  a  portion  of 
this  stock  to  him;  but  Ames  refused  to  do  as  McComb  wished. 
In  the  summer  of  1868  McComb  brought  suit  in  a  Pennsyl¬ 
vania  court  against  the  Credit  Mobilier,  for  the  recovery  of 
this  stock  which  had  been  assigned  to  Ames,  and  to  which 
McComb  claimed  that  he,  not  Ames,  was  entitled  to  subscribe. 
In  this  suit  McComb  alleged  that  the  shares  which  he  sought 
to  obtain  and  which  stood  in  the  name  of  Oakes  Ames,  Trustee, 


4  “Washburne’s  move”  refers  probably  to  an  attempt  which  Representative  Elihu 
Washburne  of  Illinois  made  in  1868  to  induce  Congress  to  pass  an  act  lowering  rates 
and  fares  on  the  Union  Pacific.  Washburne  had  been  a  member  in  1864,  and  had 

opposed  the  passage  of  the  act  of  1864.  _  .  _  .  „  .  ..  r 

6  Poland  Report,  pp.  90-94,  testimony  of  John  B.  Alley;  pp.  I5_I9>  testimony  ot 

Oakes  Ames. 
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had  been  distributed  by  Ames  among  members  of  Congress 
for  the  purpose  of  influencing  the  policy  of  Congress  toward 
the  Union  Pacific  Railroad.  Nothing  came  of  McComb’s 
charges  at  that  time.  The  suit  which  he  instituted  dragged 
on  for  some  time  without  result.  McComb  at  length  threat¬ 
ened  to  publish  Ames’s  correspondence.  Ames  said: 

The  price  of  secrecy  offered  was  the  compromising  with 
McComb.  Though  perfectly  aware  of  what  I  had  done  and 
my  motives,  so  confident  was  I  in  my  innocence  of  all  evil 
design,  that  I  refused  to  pay  one  dollar . He  (Mc¬ 

Comb)  referred  to  these  letters  and  said  they  were  very 
damaging.  I  told  him  to  publish  them  if  he  chose.* 

McComb  waited  for  what  he  thought  was  a  suitable  time 
to  carry  out  his  threat,  and  at  length,  in  the  fall  of  1872,  in 
the  midst  of  a  national  political  campaign,  he  published  the 
letters. 

Ames  had  been  anxious  to  interest  men  of  prominence  in 
the  Union  Pacific  Railroad.  He  had  undertaken  in  the  spring 
of  1867  to  place  among  some  of  his  congressional  colleagues 
the  343  shares  of  Credit  Mobilier  stock  which  stood  in  his 
name  as  trustee.  Ames  offered  small  amounts  of  Credit  Mo¬ 
bilier  stock  at  par  to  a  number  of  members,  representing  to 
them  that  the  Credit  Mobilier  was  a  construction  company 
which  was  building  the  Union  Pacific  Railroad,  and  that  its 
stock  offered  a  good  opportunity  for  profitable  investment. 
By  offering  to  guarantee  investors  against  loss  and  to  buy  back 
their  stock  in  case  they  might  wish  later  to  withdraw,  Ames 
interested  a  number  of  prominent  congressmen  in  the  Credit 
Mobilier.6 7  Some  of  the  men  who  invested  became  frightened 
later  on  when  they  heard  of  McComb’s  suit,  and  availed  them¬ 
selves  of  Ames’s  offer  to  redeem  their  stock.  During  the 
year  1868  the  Credit  Mobilier  paid  very  large  dividends. 
Between  December  12,  1867,  and  December  29,  1868,  $20,- 


6  Ibid.,  p.  22,  testimony  of  Oakes  Ames;  see  also  p.  91,  testimony  of  Alley. 

7  Poland  Report,  p.  19,  testimony  of  Oakes  Ames. 
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471,668  in  securities  were  distributed  as  dividends  upon  a 
capital  stock  of  $3,750,000  ;8  and  the  stock  is  said  to  have 
been  worth  from  160  to  300  per  cent  of  its  par  value.9 

After  the  New  York  Sun  published  Ames’s  correspondence 
with  McComb,  the  Credit  Mobilier  became  important  politi¬ 
cally  during  the  national  presidential  canvass  of  1872.  The 
Democrats  saw  their  opportunity  and  were  quick  to  seize  it. 
If  the  Republicans  had  not  been  in  such  overwhelming 
strength,  the  Credit  Mobilier  might  have  influenced  the  result 
of  the  election.10  Exaggerated  charges  were  made  by  cam¬ 
paign  orators.  Democratic  papers  accused  prominent  Repub¬ 
lican  congressmen  and  senators  of  having  received  enormous 
bribes.  Oakes  Ames  was  said  to  have  distributed  Credit 
Mobilier  stock  without  consideration,  in  order  to  prevent  any 
possible  investigation  of  that  corporation’s  transactions,  and 
in  order  to  secure  congressional  favors  for  the  Union  Pacific 
Railroad.  Vice-President  Colfax,  Representative  James  A. 
Garfield,  Speaker  James  G.  Blaine,  and  Grant’s  running  mate, 
Henry  Wilson,  were  among  the  men  who  were  charged  with 
having  corrupt  association  with  the  “Pacific  Railroad  Ring.” 
Speaker  Blaine,  Vice-President  Colfax,  and  others  who  were 
named,  publicly  denied  all  connection  with  the  Credit  Mobilier. 
But  denials  did  not  satisfy.  The  Ames  letters  were  con¬ 
stantly  alluded  to  in  support  of  the  charges.  While  the  Repub¬ 
lican  press  referred  to  the  charges  as  “campaign  lies,”  Demo¬ 
cratic  papers  pressed  the  attack  and  pointed  to  this  “scandal” 
as  one  indication  of  the  need  of  national  reform. 

Credit  Mobilier  Investigation;  the  Wilson  and  Poland 
Reports 

The  Credit  Mobilier  had  caused  a  general  feeling  of 
uneasiness  through  the  country,  and  after  the  election  was 

•  Wilson  Report,  p.  XVI.  „  .  , 

•There  were  very  few  sales  of  Credit  Mobilier  stock.  The  estimates  of  witnesses 
as  to  the  value  of  Credit  Mobilier  varied  between  the  figures  given. 

10  James  Ford  Rhodes,  History  of  the  United  States,  New  York,  1906,  Vol.  VII, 
p.  x. 
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over  Congress  decided  to  investigate  the  whole  matter.  When 
the  short  session  of  Congress  met  in  December,  Speaker 
Blaine  left  the  chair  of  the  House,  to  move  an  investigation 
of  the  Credit  Mobilier  transactions  and  of  the  alleged  corrup¬ 
tion  which  was  said  to  exist  in  Congress.  The  House  adopted 
Blaine's  motion.  Two  investigating  committees  were  ap¬ 
pointed.  One  committee,  whose  chairman  was  Representative 
Jeremiah  M.  Wilson,  of  Indiana,  was  entrusted  with  the  duty 
of  investigating  the  relations  between  the  Union  Pacific  Rail¬ 
road  and  the  Credit  Mobilier,  which  had  enabled  stockholders 
in  the  latter  corporation  to  receive  the  enormous  profits  which 
were  made  out  of  the  construction.  Investigation  of  the 
alleged  corrupt  relations  existing  between  the  Credit  Mobilier 
and  certain  members  of  Congress  was  entrusted  to  a  commit¬ 
tee,  of  which  Representative  Luke  P.  Poland,  of  Vermont, 
was  chairman.  The  committees  began  their  work  at  once. 
Hearings  were  held  in  December,  January,  and  part  of  Feb¬ 
ruary.  Each  day  the  daily  papers  in  a  more  or  less  sensational 
manner  reported  the  proceedings  and  the  facts  which  the 
investigations  revealed. 

Both  committees  reported  in  February.11  The  Wilson 
Report  set  forth  in  a  condensed  form  the  facts  in  reference 
to  the  affairs  of  the  Union  Pacific  Railroad  and  its  transac¬ 
tions  with  the  Credit  Mobilier  which  have  already  been  related. 
In  the  committee’s  findings  the  builders  were  accused  of  having 
broken  faith  with  the  government  and  the  people.  The  com¬ 
mittee  reported  that  the  policy  of  the  directors  of  the  Union 
Pacific  in  contracting  with  themselves  had  so  affected  the 
road’s  financial  condition  that  ultimate  repayment  to  the  gov¬ 
ernment  of  the  enormous  subsidy  debt  was  seriously  endan¬ 
gered.  Attention  was  called  to  the  fact  that  as  a  result  of 
its  inflated  capitalization  the  Union  Pacific  was  at  that  time 
weak  and  poor  and  on  the  verge  of  bankruptcy,  so  that  its 

u  The  Poland  Report  was  printed  as  House  Report  No.  77,  42nd  Cong.,  3rd  sess., 
and  the  Wilson  Report  was  printed  as  House  Report  No.  78,  42nd  Cong.,  3rd  sess. 
(serial  No.  15 77). 
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control  by  powerful  corporations  or  speculators  was  rendered 
easy  to  secure.12 

Subsequent  events  proved  the  truth  of  these  assertions. 
The  committee  erred,  however,  in  singling  out  this  particular 
construction  company  as  if  it  were  an  extraordinary  example 
of  a  ring  organized  for  a  fraudulent  purpose.  It  appeared 
plainly  enough  in  the  evidence  that  the  construction  company, 
whatever  might  be  its  evils,  had  become  an  established  institu¬ 
tion.  It  had  happened  frequently  that  bonds  of  new  railroads 
had  been  sold  with  stock  bonuses,  and  in  this  particular 
instance  the  only  unusual  feature  was  that  a  large  part  of  the 
capital  was  furnished  by  the  government  in  the  shape  of  a 
subsidy  loan.  Instead  of  calling  attention  to  the  broader 
features  of  the  railroad  problem,  and  to  the  fact  that  the 
Union  Pacific-Credit  Mobilier  arrangement  was  merely  an 
example  of  uncontrolled  railroad  finance,  the  Wilson  Report 
makes  a  personal  attack  upon  a  group  of  men  who  had  fol¬ 
lowed  the  usual  method  of  financing  a  new  railroad  enterprise. 
The  effect  of  watered  capitalization  and  of  speculative  railroad 
management  upon  the  public  is  not  even  alluded  to  in  the 
Wilson  Report. 

The  testimony  which  was  taken  by  the  Poland  Committee 
touched  a  different  phase  of  the  Credit  Mobilier  from  that 
covered  by  the  testimony  before  the  Wilson  Committee.  In 
the  course  of  the  Poland  Committee’s  inquiry  into  the  rela¬ 
tions  of  certain  congressmen  with  the  Credit  Mobilier,  Oakes 
Ames  appeared  not  unwilling  to  relate  the  facts.  He  told 
the  committee  who  had  invested,  who  had  refused  to  invest, 
and  what  men  later  withdrew  from  their  investments.  He 
submitted  in  evidence  his  famous  “memorandum  book”  in 
which  he  had  written  down  notes  of  his  transactions  with 
members  of  Congress,  and  what  dividend  payments  he  had 
made  to  each  one. 

From  the  evidence,  it  appears  that  Speaker  Blaine  had 


12  Wilson  Report,  p.  XXI. 
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been  invited  to  invest  in  Credit  Mobilier  stock,  but  had 
declined  to  do  so  and  had  never  been  in  any  way  connected 
with  the  Credit  Mobilier.13 

Representative  James  A.  Garfield’s  later  prominence  as 
President  of  the  United  States  makes  his  connection  with  the 
Credit  Mobilier  especially  interesting.  According  to  Ames, 
Garfield  had  taken  io  shares  of  Credit  Mobilier  stock,  at  par, 
and  had  received  the  regular  dividends.  From  Ames’s  mem¬ 
orandum  book  it  appears  that  Garfield  was  debited  with 
$1,000,  the  par  value  of  his  shares,  and  that  he  received  two 
dividends,  one  in  January,  the  other  in  June.  These  two 
dividends  exceeded  by  $329  the  $1,000  with  which  he  was 
debited.  He  received  no  other  dividends  and  seems  to  have 
withdrawn  later.  The  entry  in  Ames’s  memorandum  book  is 
as  follows  :14 


J.  A.  G. 


1868  Dr. 

To  10  share  stock 
Credit  Mobilier  of  A.  $1,000.00 

Interest  .  47-0° 

June  19  to  cash .  329.00 


1868  Cr. 

By  dividend  bonds 
Union  Pacific  Rail¬ 
road,  $1,000  at  80  per 
cent  less  3  per  cent..  $776.00 


June  17  By  dividend  bonds 
collected  for  your 
account .  600.00 


$1,376.00  $1,376.00 

Garfield,  however,  insisted  that  he  had  withdrawn  from 
the  investment  without  having  realized  any  profit.  The  addi¬ 
tional  entry  in  Ames’s  memorandum  book  of  $329,  Garfield 
explained  as  a  loan  which  Ames  had  made  to  him.15  Ames 
was  not  an  accurate  man  by  any  means,  and  his  testimony 
throughout  shows  a  certain  degree  of  apparently  uninten¬ 
tional  confusion.  Therefore  the  conflicting  testimony  of  these 


13  Poland  Report,  p.  V.  See  also  Blaine’s  testimony. 

14  Ibid.,  p.  297,  testimony  of  Oakes  Ames. 

16  Ibid.,  p.  130,  testimony  of  Garfield. 
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two  men  may  be  due  to  a  misunderstanding  of  some  sort,  or 
to  some  inaccuracy  on  the  part  of  Ames.  However,  as  the 
historian,  James  Ford  Rhodes,  suggests,16  the  credibility  of 
Garfield’s  testimony  is  somewhat  affected  by  the  fact  that 
the  committee,  which  had  the  advantage  of  hearing  the  per¬ 
sonal  testimony  of  both  men,  chose  to  believe  Ames,  and 
found  that  Garfield  had  received  the  $329  as  a  Credit  Mobilier 
dividend.17 

Whether  or  not  Garfield  did  as  a  matter  of  fact  receive  this 
$329  as  a  Credit  Mobilier  dividend  is  uncertain.  He  succeeded 
in  vindicating  himself  entirely  before  his  constituency.  His 
district  three  times  returned  him  to  Congress;  he  became  a 
national  figure  in  the  political  world;  he  was  widely  known  as 
an  advocate  of  reform;  and  when  he  became  a  candidate  for 
President  of  the  United  States,  in  1880,  he  was  elected  as  a 
reform  President.18 

It  appears  that  Vice-President-elect  Henry  Wilson  had 
made  a  small  investment  in  Credit  Mobilier  and  had  received 
some  dividends,  but  had  subsequently  withdrawn.19  Charges 
which  had  been  made  against  the  Secretary  of  the  Treasury, 
Mr.  Boutwell,  were  shown  by  the  testimony  to  be  without 
foundation.20 

The  testimony  shows  clearly  that  Vice-President  Colfax 
received  dividends  amounting,  in  addition  to  the  par  value  of 
20  shares  which  he  had  purchased,  to  $1,200.  During  the  cam¬ 
paign  of  1872,  Colfax  had  denied  all  connection  with  the 
Credit  Mobilier.  When  he  was  confronted  with  Ames’s  mem¬ 
orandum  book,  he  made  an  ineffectual  attempt  to  explain  away 
the  evidence  against  him;  but  his  testimony  is  so  full  of  con¬ 
tradictions,  inaccuracies,  and  misstatements  of  fact  that  it 
carries  little  weight  against  the  evidence  of  Ames’s  memoran- 

Rhodes,  History  of  the  United  States,  Vol.  VII,  p.  17. 

17  Poland  Report,  p.  VII. 

18  During  the  campaign  of  1880  sidewalks  and  fences  all  over  the  country  were 
painted  with  the  legend  "329.” 

19  Poland  Report,  p.  188,  testimony  of  Henry  Wilson.  It  seems  Senator  Allison 
of  Iowa  also  received  some  dividends  which  he  later  returned.  Poland  Report,  pp 
304-8,  testimony  of  Allison. 

30  Rhodes,  History  of  the  United  States,  Vol.  VII,  p.  13. 
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dum  book.  The  exposure  of  Colfax’s  relations  with  the  Credit 
Mobilier  ended  his  political  career.  Instead  of  doing  as  some 
of  the  others  did,  frankly  stating  the  facts  and  seeking  vindica¬ 
tion  in  whatever  merit  there  might  be  in  the  position  that  his 
interest  in  the  Credit  Mobilier  was  only  that  of  an  investor  who 
had  made  a  profitable  investment,  Colfax  persisted  in  denying 
that  he  had  ever  had  any  connection  with  the  Credit  Mobilier. 
Colfax  and  those  who,  like  him,  attempted  to  escape  the  con¬ 
sequences  of  their  transactions  by  denying  facts  which  the  evi¬ 
dence  proved,  were  forced retire  from  public  life.  Their 
denials  were  taken  as  a  virtual  admission  that  what  they  had 
done  would  not  bear  the  light  of  day.21 

The  Poland  Committee  found  Oakes  Ames  guilty  of  selling 
stock  of  the  Credit  Mobilier  to  members  of  Congress  at  much 
less  than  its  true  value,  for  the  direct  purpose  of  influencing 
them.  The  committee  also  found  that  another  member  of  the 
House  of  Representatives,  James  S.  Brooks,  who  had  been  a 
government  director  of  the  Union  Pacific  Railroad  in  1868, 
had  misused  his  office  in  order  to  secure  a  share  of  the  Credit 
Mobilier  spoils.  Brooks’  son-in-law  had  at  one  time  held  100 
shares  of  Credit  Mobilier  stock,  200  shares  of  Union  Pacific 
stock,  and  $5,000  in  the  Union  Pacific  bonds,  which  Brooks 
had  bought,  paying  much  less  than  their  actual  value.  The 
committee  reported  that  the  action  of  Brooks  in  acquiring  this 
stock  at  much  less  than  its  real  value,  and  placing  it  in  his  son- 
in-law’s  name,  had  the  additional  impropriety  of  being  a  viola¬ 
tion  of  that  provision  of  the  chartering  acts  which  forbade 
government  directors  from  having  any  pecuniary  interest  in 
the  Union  Pacific.22  The  expulsion  of  both  Ames  and  Brooks 
was  recommended;  but  the  House  was  content  with  passing  a 
vote  of  censure  upon  them.  Neither  Ames  nor  Brooks  lived 
very  much  longer.  Brooks  died  a  few  weeks  after  the  com- 


21 A  Senate  investigating  committee  found  Senator  Patterson  of  New  Hampshire 
guilty  of  bribery  and  perjury  in  connection  with  the  Credit  Mobilier;  but  as  his  term 
expired  on  March  4,  1873,  five  days  after  the  committee  reported,  no  action  was  taken 
on  the  committee's  recommendation  that  he  be  expelled  from  the  Senate.  (Sen.  Report 
No.  519,  42nd  Cong.,  3rd  sess.,  serial  No.  1550.) 

33  Poland  Report,  p.  XI. 
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mittee  made  its  report.  The  death  of  Oakes  Ames  occurred  in 
June,  1873. 

Political  and  Moral  Aspects  of  the  Credit  Mobilier  Episode 

The  Credit  Mobilier  episode  presents  two  important  aspects. 
One  is  the  reported  use  of  Credit  Mobilier  stock  in  order  to 
secure  congressional  favor  for  the  builders  of  the  Union 
Pacific  Railroad.  According  to  Mr.  Ames’s  own  statement, 
he  sold  this  stock  to  members  of  Congress  at  a  price  which  was 
very  much  lower  than  the  stock  was  worth.  He  insists,  how¬ 
ever,  that  during  the  winter  and  spring  of  1867  he  had  made 
verbal  engagements  with  some  of  the  members  to  secure  for 
them  stock  in  the  Credit  Mobilier;  but  that  as  Congress  ad¬ 
journed  before  he  could  obtain  the  stock  with  which  to  carry 
out  his  agreements,  he  arranged  to  have  the  stock  when  Con¬ 
gress  should  meet  in  the  fall.23  In  a  few  instances  the  evidence 
bears  out  this  statement.  During  the  quarrel  between  Ames 
and  Durant,  and  the  trouble  on  account  of  his  injunctions,  in 
1866  and  the  spring  of  1867,  the  stock  was  not  so  valuable  as 
it  later  became.  It  was  not  worth  more  than  par  in  the  winter 
of  1866-1867.  Before  Congress  met  in  the  fall  of  1867,  the 
acceptance  of  the  Ames  contract  and  the  discovery  of  the 
Evans  Pass  had  greatly  increased  the  stock’s  value.  Ames’s 
contention  was  that  after  the  stock  had  become  valuable,  he 
was  in  honor  bound  to  fulfil  the  engagements  he  had  made. 
Another  witness  examined  by  the  Poland  Committee,  Cor¬ 
nelius  Bushnell,  declared  that  those  who  took  Credit  Mobilier 
stock  in  the  “dark  days”  of  the  spring  of  1867  were  entitled 
to  it.24  From  the  evidence,  however,  it  would  seem  that  this 
was  the  case  only  in  a  very  few  instances.  Both  Ames’s  letters 
to  McComb  and  the  oral  testimony  show  that  many  shares  of 
stock  were  not  placed  until  after  December,  1867. 

Ames  also  insisted  that  he  could  have  had  no  object  in 


33  Poland  Report,  pp.  17,  19,  testimony  of  Oakes  Ames. 

34  Ibid.,  p.  180,  testimony  of  Cornelius  Bushnell. 


THE  CREDIT  MOBILIER 


83 


bribing  congressmen,  since  the  Union  Pacific  had  no  more  need 
of  congressional  favors  and  desired  no  more  favors  of  Con¬ 
gress  than  it  had  already  obtained.  He  explained  that  his  pur¬ 
pose  was  to  secure  general,  widespread,  favorable  interest  in 
the  work,25  and  declared  that  he  could  see  no  impropriety  in  his 
transactions  with  members  of  Congress.26  His  entire  readiness 
to  relate  all  the  facts  without  any  effort  at  concealment  would 
apparently  indicate  that  he  spoke  the  truth  when  he  said  that 
he  failed  to  see  any  impropriety  in  what  he  had  done.  Ames 
declared  that  it  was  his  purpose  to  have  the  members  whom  he 
knew  become  financially  interested  in  the  work,  and  therefore 
that  he  was  anxious  to  offer  them  an  interest  “on  the  ground 
floor.”  “We  wanted  capital  and  influence,”  Mr.  Ames  told  the 
Poland  Committee.  “Influence  not  on  legislation  alone,  but  on 
credit,  good,  wide  and  a  general  favorable  feeling.”27 

The  Union  Pacific-Credit  Mobilier  people  had  some  reason 
to  fear  attacks  which  might  be  made  upon  them  in  Congress. 
There  were  members  like  Washburne  of  Illinois,  who  believed 
that  stricter  regulations  should  be  imposed  on  the  company. 
Other  members  were  urging  an  investigation  into  the  manner 
in  which  the  builders  were  making  the  enormous  profits  which 
many  openly  asserted  they  were  making.  “Raids”  by  specu¬ 
lators  for  the  purpose  of  depreciating  Union  Pacific  securities, 
and  attacks  by  men  acting  in  the  interest  of  the  rival  Central 
Pacific,  were  likewise  feared.  It  is  probable  that  Ames  wished 
to  stimulate  the  watchfulness  of  friendly  congressmen  by  get¬ 
ting  them  to  invest  in  the  Credit  Mobilier ;  for  experience,  espe¬ 
cially  congressional  experience,  had  taught  him  that  men  are 
apt  to  be  especially  careful  in  guarding  their  own  property.  It 
is  doubtless  true  that  the  Union  Pacific  did  not  affirmatively 
seek  additional  congressional  favors;  but  congressional  hos¬ 
tility  was  something  which  the  company  was  exceedingly  anx¬ 
ious  to  ward  off. 


25  Ibid.,  p.  16,  testimony  of  Oakes  Ames. 

26  Ibid.,  p.  46,  testimony  of  Ames. 

27  Ibid.,  p.  16,  testimony  of  Oakes  Ames. 
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It  appears  to  have  been  this  motive  which  guided  Ames’s 
actions.  His  letters  to  McComb  are  the  carelessly  written  let¬ 
ters  of  a  careless  man.  In  them  he  made  use  of  a  number  of 
unguarded  expressions.  Bribery  in  its  ordinary  meaning  is 
hardly  the  word  to  characterize  Ames’s  transactions.  With 
curious  inconsistency,  the  Poland  Report  accused  Ames  of 
bribing,  while  at  the  same  time  it  exonerated  the  men  who  re¬ 
ceived  the  Credit  Mobilier  stock  and  its  accompanying  divi¬ 
dends  of  any  improper  motive  in  so  doing. 

Oakes  Ames  was  apparently  a  typical  product  of  business 
conditions  and  of  business  ethics  of  the  Reconstruction  period. 
He  was  no  better  and  no  worse  than  his  time.  The  course 
which  he  and  his  associates  in  the  Union  Pacific  followed,  both 
in  reference  to  the  construction  of  the  road  and  in  reference  to 
members  of  Congress,  was  not  different  from  the  course  fol¬ 
lowed  by  other  railroad  promoters.  As  one  writer  points  out,28 
Ames’s  transactions  came  to  light  at  a  time  of  an  awakened 
public  conscience.  “The  parties  connected  with  the  Credit 
Mobilier  and  the  construction  of  the  road  are  now  to  be  tried 
by  a  standard  foreign  to  the  time  and  circumstances  under 
which  the  work  was  done,”  said  Oakes  Ames  in  his  defense 
before  the  House.29  The  public,  appalled  by  the  recent  reve¬ 
lations  of  the  Erie  speculators,  the  Tweed  ring,  the  frauds  in 
the  Indian  service,  and  the  other  scandals  of  the  period,  de¬ 
manded  that  someone  be  sacrificed;  and  Ames  became  the  vic¬ 
tim.  As  a  matter  of  fact,  he  was  probably  quite  as  honest  as 
the  Congress  which  passed  judgment  on  him  for  bribery.  The 
same  Congress,  the  forty-second,  which  censured  Ames,  passed 
the  notorious  “Salary  Grab”  Act,  which  increased  congres¬ 
sional  salaries  and  made  the  increase  retroactive,  so  as  to  apply 
to  members  of  the  forty-second  Congress. 

The  other  phase  of  this  question — the  ownership  by  con¬ 
gressmen  of  stock  in  an  enterprise  which  could  be  favorably 


28  Paxson,  The  Last  American  Frontier,  p.  335. 
18  Cong.  Globe,  42nd  Cong.,  3rd  sess.,  p.  1725. 
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or  unfavorably  affected  by  their  votes — calls  for  some  atten¬ 
tion.  The  Credit  Mobilier  afforded  an  excellent  concrete  illus¬ 
tration  of  the  tendency  in  the  direction  of  interlocking  rela¬ 
tions  between  Congress  and  great  public  corporations.  The 
Poland  Report  suggests  the  situation  in  these  words : 

There  is  a  broader  view  still  which  we  think  ought  to  be 
taken.  The  country  is  fast  becoming  filled  with  gigantic 
corporations,  wielding  and  controlling  immense  aggregations 
of  money  and  thereby  commanding  great  influence  and  power. 

It  is  notorious  in  many  state  legislatures  that  these  influences 
are  often  controlling  so  that  in  effect  they  become  the  ruling 
power  of  the  state.  Within  a  few  years  Congress  has  to  some 
extent  been  brought  within  similar  influences.80 

Oakes  Ames  argued  that  it  was  no  more  improper  for  a 
congressman  to  own  Union  Pacific  or  Credit  Mobilier  stock 
than  to  own  stock  in  a  national  bank,  or  to  be  interested  in 
some  business  which  could  be  affected  by  the  tariff.31  While 
there  is  some  force  to  this  argument,  it  serves  rather  to  empha¬ 
size  than  to  excuse  the  influences  which  have  often  manifested 
themselves  in  our  government.  For  a  member  of  Congress  to 
sit  in  judgment  where  his  personal  interests  are  involved  cer¬ 
tainly  is  not  likely  to  further  national  and  public  interests 
where  they  conflict  with  his  individual  private  advantage. 
Considering  the  temptations  which  are  offered,  there  has,  ex¬ 
cept  during  the  period  of  the  Civil  War  and  Reconstruction, 
been  relatively  little  corruption  in  the  national  government 
throughout  our  entire  national  history;  but  this  more  subtle 
influence  has  been  frequently  exerted  to  accomplish  results 
which  may  not  be  for  the  best  interests  of  the  nation.  That 
so  many  members  of  Congress  should  have  been  in  any  way 
connected  with  the  Credit  Mobilier  as  stockholders  would  seem 
to  be  quite  as  serious  as  the  circumstance  that  they  received 
their  stock  at  a  price  less  than  its  real  value. 

A  distinction  should  also  be  made  between  the  ownership 


80  Poland  Report,  p.  X. 

81  Ibid.,  p.  46,  testimony  of  Oakes  Ames. 
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by  a  member  of  Congress  of  stock  in  an  ordinary  going  busi¬ 
ness  enterprise,  such  as  a  bank  or  a  manufacturing  establish¬ 
ment,  and  an  interest  in  a  scheme  such  as  the  Credit  Mobilier, 
which  was  purely  speculative.  The  Union  Pacific  Railroad  had 
been  the  recipient  of  liberal  subsidies.  It  had  a  peculiarly  inti¬ 
mate  relation  with  the  federal  government.  Congress  had  the 
power  to  take  such  action  with  reference  to  the  Union  Pacific 
as  would  directly  benefit  or  injure  every  man  who  held  a  share 
of  Union  Pacific  or  Credit  Mobilier  stock.  Says  the  Poland 
Report : 

We  cannot  agree  to  the  doctrine  which  has  been  urged 
before  us  and  elsewhere,  that  it  was  perfectly  legitimate  for 
members  of  Congress  to  invest  in  a  corporation  deriving  all 
its  rights  from  and  subject  at  all  times  to  the  action  of 

Congress . We  do  not  think  any  member  ought  to  feel 

so  confident  of  his  own  strength  as  to  allow  himself  to  be 
brought  into  this  temptation.  We  think  Mr.  Ames  judged 
shrewdly  in  saying  that  a  man  is  much  more  likely  to  be 
watchful  of  his  own  interests  than  those  of  other  people.83 

Attempted  Recovery  of  the  Construction  Profits 

The  Credit  Mobilier  investigations  disclosed  the  business 
methods  of  a  great  national  corporation  which  had  been  char¬ 
tered  and  endowed  with  liberal  grants  for  the  purpose  of  serv¬ 
ing  the  nation;  the  disclosures  of  the  Credit  Mobilier s  rela¬ 
tions  with  members  of  Congress  damaged  the  reputations  of  a 
number  of  men  prominent  in  the  political  world;  two  members 
of  Congress,  Oakes  Ames  and  James  Brooks,  suffered  the  dis¬ 
grace  of  a  public  vote  of  censure.  These  were  the  net  results 
of  the  whole  inquiry.  If  any  frauds  had  been  committed,  as 
both  committees  reported,  the  Credit  Mobilier  people  retained 
the  fruits. 

To  be  sure,  Congress,  acting  upon  the  report  of  the  Wilson 
Committee,  included  the  following  section  in  the  legislative, 
executive,  and  judicial  appropriation  bill  passed  in  the  spring 
of  1873 : 


32  Poland  Report,  p.  IX. 
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Section  4.  The  Attorney-General  shall  cause  a  suit  in 
equity  to  be  instituted  in  the  name  of  the  United  States 
against  the  Union  Pacific  Railroad  Company  and  against  all 
persons  who  may,  in  their  own  names  or  through  any  agents, 
have  subscribed  for  or  received  capital  stock  in  said  road, 
which  stock  has  not  been  paid  for  in  money,  or  who  may  have 
received  as  dividends  or  otherwise,  portions  of  the  capital 
stock  of  said  road,  or  the  proceeds  or  avails  thereof,  or  other 
property  of  said  road,  unlawfully  and  contrary  to  equity,  or 
who  may  have  received  as  profits  or  proceeds  of  contracts  for 
construction  or  equipment  of  said  road,  or  other  contracts 
therewith,  moneys  or  other  property,  which  ought,  in  equity, 
to  belong  to  said  corporation,  or  who  may,  under  pretence  of 
having  complied  with  the  acts  of  which  this  is  an  addition, 
have  wrongfully  or  unlawfully  received  from  the  United 
States  bonds,  moneys,  or  lands  which  ought  in  equity  to  be 
accounted  for  and  paid  to  said  railroad  company  or  to  the 
United  States,  and  to  compel  payment  for  said  stock,  and  the 
collection  and  payment  of  such  moneys,  and  the  restoration  of 
such  property,  or  its  value,  either  to  the  railroad  corporation 
or  to  the  United  States,  whichever  shall  in  equity  be  entitled 
thereto.8* 

In  pursuance  of  this  act,  the  Attorney-General,  in  the  name 
of  the  United  States,  commenced  an  action  in  equity  in  the 
United  States  Circuit  Court  for  the  District  of  Connecticut, 
against  the  Union  Pacific  Railroad  Company  and  others,  for 
the  recovery  of  the  alleged  fraudulent  profits  which  the  Credit 
Mobilier  people  made  out  of  the  construction  contracts.  The 
bill  passed  by  Congress  had  directed  that  a  suit  be  brought 
against  the  Union  Pacific  Railroad  to  recover  property  which 
in  equity  belonged  to  the  Union  Pacific  Railroad.  Suit  was 
brought  by  the  United  States  against  the  Union  Pacific  to 
recover  the  moneys  and  profits  which,  it  was  alleged,  had  been 
wrongfully  paid  as  dividends  to  the  Credit  Mobilier  stock¬ 
holders. 

The  railroad  company  demurred  to  the  complaint  on  the 
ground  that  it  was  made  both  a  plaintiff  and  a  codefendant  in 


33  17  Stat.  L.  509. 
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this  action,  and  on  appeal  to  the  Supreme  Court  of  the  United 
States  the  demurrer  was  sustained.  A  lengthy  opinion  written 
by  Mr.  Justice  Miller  and  delivered  on  January  6,  1879,  may 
be  thus  summarized :  Under  the  complaint  the  railroad  com¬ 
pany  was  made  both  plaintiff  and  defendant  in  the  same  action. 
If  there  were  any  recovery,  in  whose  favor  should  judgment 
be  rendered?  The  railroad  company  refused  to  prosecute  any 
suit  against  the  Credit  Mobilier,  or  against  the  Credit  Mobilier 
stockholders.  No  recovery  could  lie  in  favor  of  the  United 
States,  for  the  government  was  merely  a  creditor  of  the  rail¬ 
road  company  and  had  only  a  creditor’s  interest.  Therefore, 
until  the  subsidy  bonds  matured  the  government  had  no  right 
of  action.  Recovery  could  lie  only  upon  the  complaint  of  an 
injured  stockholder.34  This  suit  therefore  had  no  result  except 
to  render  the  Credit  Mobilier  people  more  secure  in  their  pos¬ 
session  of  the  profits  which  they  had  made  during  the  road’s 
construction. 

The  shadow  of  the  Credit  Mobilier  followed  the  Union 
Pacific  for  many  years.  The  achievement  of  building  the  first 
transcontinental  railroad  can  never  be  dissociated  from  the 
two  investigations  which  followed  its  completion.  The  dis¬ 
trust  of  the  company  which  developed  as  a  consequence  of  the 
Poland  and  Wilson  disclosures  was  one  element  which  brought 
about  a  long  period  of  strained  relations  between  the  govern¬ 
ment  and  the  Union  Pacific  Railroad;  and  the  effect  of  these 
disclosures  on  the  popular  mind  was  undoubtedly  one  of  the 
influences  which  have  created  a  widespread  popular  distrust  of 
and  dissatisfaction  with  railroad  corporations  in  general.  We 
are  accustomed  in  the  United  States  to  charges  that  the  rail¬ 
roads  and  railroad  lobbies  have  exercised  in  the  state  and 
national  governments  an  undue  and  often  improper  influence 
upon  legislation.  It  is,  however,  usually  extremely  difficult  to 
get  the  exact  facts  concerning  this  phase  of  railroad  history; 

34  United  States  v.  Union  Pacific  Railroad  Company  et  al.,  98  U.  S.  569;  25  L. 
Ed.  143. 
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but  the  facts  in  the  Credit  Mobilier  episode  are  for  the  most 
part  not  disputed.  Whatever  difference  of  opinion  there  may 
be  in  reference  to  the  Credit  Mobilier  is  confined  to  the  way 
in  which  these  facts  should  be  interpreted. 

James  G.  Blaine’s  Alleged  Relations  with  the  Union  Pacific 

Three  years  after  the  Credit  Mobilier  investigations  an¬ 
other  legislative  “scandal,”  or  what  many  have  believed  to  be  a 
scandal,  was  unearthed,  concerning  certain  alleged  improper 
relations  between  the  Union  Pacific  Railroad  and  the  great 
Republican  leader,  James  G.  Blaine.  Mr.  Blaine  was  of  such 
national  prominence,  and  his  position  as  Speaker  of  the  House 
of  Representatives  was  such  a  powerful  one,  that  the  circum¬ 
stances  of  this  incident  received  wide  publicity  and  had  far- 
reaching  consequences  in  shaping  the  political  history  of  the 
United  States.  It  will  be  remembered  that  during  the  cam¬ 
paign  of  1872,  Mr.  Blaine  had  been  charged  with  being  im¬ 
properly  involved  in  the  Credit  Mobilier.  From  the  testimony 
taken  by  the  Poland  Committee  it  appeared  that  while  Blaine 
had  at  one  time  been  invited  to  take  some  stock  in  the  Credit 
Mobilier,  he  had  declined  to  do  so  and  had  never  had  any  con¬ 
nection  whatever  with  that  corporation.  Although  this  charge 
was  found  to  be  groundless,  rumors  that  Blaine  had  been  in¬ 
volved  in  some  improper  transactions  with  the  Union  Pacific 
persisted.  These  rumors  took  definite  shape  in  a  charge  which 
was  made  in  the  spring  of  1876  in  regard  to  some  transactions 
in  which  Blaine  was  said  to  have  been  involved  four  years  be¬ 
fore,  namely,  in  1872. 

In  the  Cincinnati  Gazette  of  April  27,  1876,  a  John  G. 
Harrison,  who  had  been  a  government  director  of  the  Union 
Pacific  Railroad  in  1872,  gave  out  an  interview  in  which  he 
asserted  that  he  had,  at  a  board  meeting  on  September  11,  1872, 
moved  that  an  inquiry  be  made  by  the  directors  into  the  pur¬ 
chase  of  some  bonds  of  the  Little  Rock  and  Fort  Smith  Rail¬ 
road  Company,  of  which  the  Union  Pacific  had  in  some  way 
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obtained  possession.  The  face  value  of  these  bonds  was 
$75,000,  and  for  them,  according  to  the  books  of  the  Union 
Pacific,  that  company  had  paid  $64,000.  They  had  a  very  un¬ 
certain  market  value  and  could  not  have  sold  for  anything  like 
$64,000  in  the  open  market.  Harrison  related  that  he  had  no 
sooner  moved  this  investigation  than  E.  H.  Rollins,  the  treas¬ 
urer  of  the  company,  called  him  aside  and  told  him  to  withdraw 
the  motion.  The  reason  Rollins  gave  for  this  request  was  that 
an  investigation  into  the  history  of  these  Little  Rock  bonds 
would  involve  Mr.  Blaine,  the  Speaker  of  the  House,  and 
greatly  endanger  his  chances  of  re-election  to  Congress.  Har¬ 
rison,  deeming  it  unwise  to  press  the  issue  at  that  time,  with¬ 
drew  his  motion.  However,  during  the  following  winter, 
when  the  Wilson  Committee  was  investigating  the  affairs  of 
the  Union  Pacific  Railroad,  Harrison,  according  to  this  inter¬ 
view,  telegraphed  to  the  committee  to  investigate  the  purchase 
of  these  Little  Rock  bonds.  If  Harrison’s  account  is  true,  the 
committee  paid  no  attention  to  the  suggestion.  No  action  in 
regard  to  the  matter  was  then  taken  and  Mr.  Harrison  allowed 
it  to  drop  for  the  time  being.35 

The  interview  reported  in  the  Cincinnati  Gazette  attracted 
particular  attention  on  account  of  the  fact  that  the  year  1876 
was  a  presidential  year.  The  national  nominating  conventions 
would  meet  in  the  early  summer,  and  Mr.  Blaine,  on  account 
of  his  great  national  prominence,  was  the  leading  candidate  for 
the  Republican  nomination.  The  House,  which  was  at  that 
time  Democratic,  passed,  on  May  2,  1876,  less  than  one  week 
after  the  publication  of  this  interview,  a  resolution  ordering 
an  inquiry.36 

The  investigation  was  conducted  by  a  subcommittee  of  the 
Judiciary  Committee,  consisting  of  two  southern  Democrats, 

35  For  Harrison’s  story  see  House  Misc.  Docs.  No.  176,  44th  Cong.,  1st  sess. 
(serial  No.  1706),  p.  18.  This  document  is  entitled  “The  Disposal  of  Subsidies  Granted 
to  Certain  Railroad  Companies,”  and  will  hereafter  be  referred  to  as  “Certain  R.  R. 
Cos.” 

30  Cong.  Record,  44th  Cong.,  1st  sess.,  p.  2884. 
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Representatives  Hunton  and  Ashe,  and  one  northern  Republi¬ 
can,  Representative  Lawrence. 

Blaine,  it  seems,  had  in  1869  been  interested  in  this  Little 
Rock  and  Fort  Smith  Company.  On  the  strength  of  his  rec¬ 
ommendation,  certain  of  Blaine’s  Maine  friends  had  invested 
in  this  road’s  bonds.  When  the  project  later  met  with  dif¬ 
ficulties  which  compelled  its  temporary  abandonment,  Mr. 
Blaine,  according  to  his  own  subsequent  explanations,  felt  in 
honor  bound  to  redeem  the  bonds  purchased  by  his  Maine 
friends,  and  so  make  good  their  losses.  In  1872,  as  a  result  of 
his  interest  in  this  Little  Rock  road,  Blaine  became  financially 
embarrassed  and  it  was  with  great  difficulty,  borrowing  money 
at  rates  as  high  as  8  per  cent  in  some  cases,  that  Blaine  repur¬ 
chased  these  Little  Rock  bonds.37  It  happened  that  about  the 
same  time  three  other  railroad  companies,  the  Union  Pacific, 
the  Missouri,  Kansas  and  Texas,  and  the  Atlantic  and  Pacific, 
acquired  some  Little  Rock  bonds;  75  of  these  bonds,  the  face 
value  of  each  being  $1,000,  were  purchased  from  someone  by 
the  Union  Pacific. 

So  far  the  evidence  is  clear ;  but  from  this  point  conflicting 
testimony  makes  it  impossible  to  settle  the  question  as  to 
whether  or  not  the  Union  Pacific  and  these  two  other  com¬ 
panies  relieved  Blaine  of  his  financial  burden  by  purchasing  of 
him  these  Little  Rock  bonds,  with  a  view  to  influencing  his 
conduct  as  Speaker  of  the  House,  or  whether  the  company  had 
obtained  these  bonds  elsewhere.  The  investigation  ordered  by 
the  resolution  referred  to  was  begun ;  and  during  the  course  of 
this  investigation,  Harrison  repeated  under  oath  the  statements 
he  had  made  in  the  Cincinnati  Gazette.™  However,  his  testi¬ 
mony  was  unsupported.  Mr.  Rollins,  the  treasurer  of  the 
Union  Pacific,  reminded  the  investigators  that  on  the  date 
when  Harrison  reported  their  conversation  about  Mr.  Blaine 
as  having  taken  place,  the  Maine  election  had  already  been  held 


87  Rhodes,  History  of  the  United  States,  Vol.  VII,  pp.  196,  197. 
38  Certain  R.  R.  Cos.,  p.  18  ff.,  testimony  of  Harrison. 
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two  days  before.39  Rollins  declared  that  Blaine  had  never  had 
any  transaction  of  any  sort  with  the  Union  Pacific.  These 
Little  Rock  bonds,  according  to  Rollins’  testimony,  had  been 
purchased,  not  from  Blaine,  but  from  Thomas  A.  Scott,  who 
at  that  time  (1871-1872)  was  president  of  the  Union  Pacific. 

Mulligan’s  Charges;  the  “Mulligan  Letters” 

Scott  was  also  prominently  connected  with  the  Pennsyl¬ 
vania  road,  and  in  the  spring  of  1871  he  became  president  of 
the  Union  Pacific.  At  this  time  the  Union  Pacific  was  finan¬ 
cially  distressed,  and  it  seems  that  no  agreement  was  made 
regarding  the  amount  of  salary  Scott  was  to  receive  for  his 
services  as  president.  His  administration  lasted  one  year. 
During  that  time  it  happened  that  the  company’s  financial  con¬ 
dition  improved  and  its  securities  rose  greatly  in  value.  This 
result  Scott  attributed,  whether  rightly  or  not,  to  his  own 
labors,  and  to  the  credit  which  he  and  his  associates  in  the 
Pennsylvania  were  able  to  bring  to  the  Union  Pacific.40  The 
Union  Pacific  directors  apparently  were  of  the  opinion  that 
Scott’s  estimate  of  the  value  of  his  own  services  to  the  com¬ 
pany  was  correct.  It  was  mutually  agreed  that  he  was  entitled 
to  compensation.41  Scott  held  75  land  grant  bonds  of  the  Little 
Rock  and  Fort  Smith  Railroad,  which  he  says  he  had  pur¬ 
chased  from  one  Josiah  Caldwell,  the  promoter  of  the  Little 
Rock  road,  at  80  cents  on  the  dollar.  These  securities  had 
greatly  depreciated  in  1871,  in  consequence  of  the  road’s  tem¬ 
porary  failure.  As  they  were  not  listed  on  the  stock  exchange, 
their  market  value  cannot  be  fixed  with  any  certainty.  Scott 
fixed  their  value  between  50  and  60  per  cent  of  their  face; 
while  other  witnesses  swore  they  were  not  worth  more  than 
from  10  to  25,  or  at  most,  40  per  cent.42  Ostensibly  for  the 
purpose  of  making  an  equitable  settlement  with  Scott  in  recog- 

39  Certain  R.  R.  Cos.,  p.  27,  testimony  of  E.  H.  Rollins. 

40  Ibid.,  pp.  47  ff.,  testimony  of  Scott. 

41  Ibid.,  p.  67,  testimony  of  Sidney  Dillon. 

42  Ibid.,  p.  49,  testimony  of  Scott;  p.  78,  testimony  of  David  B.  Sickles;  p.  86, 
testimony  of  William  P.  Denckla;  p.  88,  testimony  of  Warren  Fisher. 


THE  MULLIGAN  LETTERS 


93 


nition  of  his  services,  the  executive  committee  of  the  Union 
Pacific  agreed  to  purchase  these  bonds  from  him  and  to  pay 
him  $64,000  for  them. 

The  truth  of  the  above  account  of  the  history  of  the  pur¬ 
chase  of  the  Little  Rock  bonds  was  sworn  to  not  alone  by  Scott, 
but  by  E.  H.  Rollins,  Andrew  Carnegie,  Levi  P.  Morton, 
Sidney  Dillon,  and  other  men  who  apparently  were  in  a  posi¬ 
tion  to  know  the  details  of  the  transaction.  At  first  there  was 
no  evidence  to  the  contrary,  except  Harrison’s  contradicted 
testimony,  although  there  was  the  coincidence  that  the  Union 
Pacific  had  come  into  possession  of  these  bonds  about  the  same 
time  that  Blaine  had  made  good  the  losses  of  his  Maine  friends. 

A  new  witness,  James  Mulligan,  suddenly  appeared  before 
the  committee  and  testified  that  Elisha  Atkins,  one  of  the  direc¬ 
tors  of  the  Union  Pacific,  had  told  him  that  Scott  bought  these 
bonds  of  Blaine  and  paid  him  $64,000  for  them.43  Mulligan, 
it  seems,  had  been  some  sort  of  confidential  clerk  to  a  man 
named  Warren  Fisher,  with  whom  Blaine  had  had  private 
business  dealings.  Mulligan’s  charge  was  based  on  hearsay, 
and  would  not  be  admissible  as  evidence  in  any  court;  but  in 
the  course  of  his  testimony  he  referred  to  certain  letters  which 
Blaine  had  written  to  Fisher  in  regard  to  some  private  business 
transactions,  which  letters  Mulligan  had  in  some  way  obtained. 
Mulligan  testified  that  in  one  of  these  letters  Blaine  had  ad¬ 
mitted  receiving  money  from  the  Union  Pacific;  the  letters 
also,  according  to  Mulligan,  contained  references  to  certain 
other  improper  transactions  which  Blaine  had  had  with  other 
railroad  companies.44 

Mulligan’s  statement  in  regard  to  Atkins’  admission  that 
Scott  gave  Blaine  $64,000  for  75  Little  Rock  bonds  is  not 
borne  out  affirmatively  either  by  Mr.  Atkins  or  by  any  other 
witness.  Atkins’  testimony  is,  however,  somewhat  uncertain 
and  somewhat  contradictory,  and  his  statements  cannot  be  con- 


«  Certain  R.  R.  Cos.,  p.  95.  testimony  of  Mulligan. 
“Ibid.,  pp.  96,  101,  testimony  of  Mulligan. 
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sidered  as  absolutely  disproving  Mulligan’s  story.  While  the 
weight  of  verbal  evidence  is  against  Mulligan,  there  is  enough 
uncertainty  to  make  it  impossible  to  determine  just  what  were 
the  facts.  Mulligan’s  testimony  is  direct  and  his  statements 
are  consistent,  but  they  lack  corroboration. 

The  question  of  who  received  the  $64,000  was,  therefore, 
one  of  veracity.  The  curiosity  of  the  committee  was  aroused 
by  Mulligan’s  reference  to  Blaine’s  correspondence,  and  the 
members  were  about  to  pursue  their  investigation  in  this  direc¬ 
tion  as  well,  when  Blaine  objected  to  the  exposure  of  his  pri¬ 
vate  business  transactions  with  Fisher;  these  letters,  Blaine 
maintained,  had  no  bearing  upon  the  matter  under  investiga¬ 
tion,  but  related  to  other  matters  not  connected  with  the  Union 
Pacific.  Before  the  committee  decided  whether  or  not  to  con¬ 
tinue  its  inquiry  in  this  direction,  an  adjournment  was  taken. 

The  following  day,  June  1,  1876,  Mulligan  informed  the 
committee  that  Mr.  Blaine  had  managed  to  get  hold  of  these 
letters  the  previous  evening  and  that  he  refused  to  return  them. 
The  story  Mulligan  told  became  widely  known  on  account  of 
its  sensational  and  extraordinary  details.  He  testified  that 
Blaine  had  come  to  him  and  had  begged  and  entreated  him  to 
give  up  the  letters;  that  Mulligan  refused  to  do  this;  that  Blaine 
then  requested  permission  to  look  at  the  letters,  and  promised 
to  return  them;  and  that  Mulligan  allowed  Blaine  to  look  at 
them,  but  that  Blaine,  contrary  to  his  promise,  had  refused  to 
give  them  back.45 

Blaine  denied  a  great  part  of  Mulligan’s  testimony.  He 
admitted  having  gone  to  Mulligan  on  the  previous  evening,  but 
he  denied  having  begged  Mulligan  to  give  the  letters  to  him. 
Blaine  said  that  he  merely  asked  to  look  at  the  letters  and  that 
he  had  made  no  promise  to  return  them  to  Mulligan.  His  rea¬ 
son  for  refusing  to  return  the  letters,  he  told  the  committee, 


In  thif,  acc.°unt  of  the  episode  of  the  Mulligan  letters,  certain  details  which  do 
B>ai„e  had*  tea” 

"gangs', ory  is"n  pagers, “ceTin  R.T  CoS™'  “d  P°1UiCal  rUi"  Up0n  him'  Mu>- 
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was  because  he  did  not  propose  to  subject  his  private  letters  to 
the  scrutiny  of  the  world.46 

Blaine’s  Defense 

The  committee  asked  Blaine  to  produce  these  letters. 
Blaine  refused,  asserting  that  he  had  been  advised  by  counsel 
that  the  correspondence  bore  no  direct  relation  to  the  subject 
under  inquiry.  Mulligan  himself  admitted  that  the  Union 
Pacific  matter  was  referred  to  in  only  one  letter.47  The  two 
southern  Democratic  members  of  the  subcommittee,  Repre¬ 
sentatives  Hunton  and  Ashe,  seized  the  opportunity  to  make 
capital  out  of  Blaine’s  refusal,  and  pursued  the  investigation 
along  a  line  which  had  no  reference  to  the  original  Union 
Pacific  matter. 

Blaine  could  not  fail  to  see  that  his  refusal  to  submit  the 
letters  in  evidence  was  seriously  affecting  his  political  strength. 
Finally,  on  June  5,  1876,  Blaine  in  a  dramatic  address  in  the 
House  of  Representatives,  flatly  denied  that  he  had  ever  had  any 
connection  with  the  Union  Pacific.  He  declared  in  this  address 
that  he  would,  in  order  to  remove  all  suspicion,  disclose  the 
contents  of  these  letters  which  were  said  to  be  incriminating. 
He  then  read  the  letters,  and  in  not  one  as  he  read  them,  was 
there  anything  to  prove  that  he  had  been  involved  in  any  ques¬ 
tionable  transaction.  The  nearest  reference  in  any  of  the  let¬ 
ters  to  the  Union  Pacific  matter  was  the  following  sentence, 
which  Mulligan  had  construed  as  an  admission  by  Blaine  that 
he  had  received  the  $64,000 : 

The  sales  of  bonds  which  you  spoke  of  my  making,  and 
which  you  seemed  to  have  thought  were  for  my  own  benefit, 
were  entirely  otherwise.  I  did  not  have  the  money  in  my 
possession  forty-eight  hours  but  paid  it  over  directly  to  the 
parties  whom  I  tried  by  every  means  in  my  power  to  protect 
from  loss.48 


49  Certain  R.  R.  Cos.,  p.  105,  testimony  of  Blame. 
47  Ibid.,  p.  123,  testimony  of  Mulligan. 

49  Cong.  Record,  44th  Cong.,  1st  sess.,  p.  3&05. 
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Blaine  did  not  comment  on  this  sentence,  although  he  care¬ 
fully  explained  other  portions  of  the  correspondence.  Whether 
this  sentence  referred  to  the  Union  Pacific,  as  Mulligan  as- 
sumed,  is  uncertain. 

Blaine  concluded  a  very  dramatic  defense  by  declaring  that 
Representative  Knott  of  Kentucky,  the  chairman  of  the  Judi¬ 
ciary  Committee,  had  received  a  cablegram  from  Josiah  Cald¬ 
well,  who  was  then  in  London,  which  completely  exonerated 
Blaine  from  all  connection  with  the  $64,000  transaction,  and 
corroborated  President  Scott  s  testimony  in  every  detail. 
Knott  was  forced  to  admit  that  he  had  received  such  a  telegram 
and  that  he  had  suppressed  it. 

Although  Blaine  read  what  he  said  were  the  contents  of 
these  letters,  he  did  not,  however,  permit  anyone  to  examine 
them.  Many  of  his  opponents  suspected  that  he  might  not 
have  read  all  of  their  contents.  Five  days  after  his  speech  in 
the  House,  Blaine  informed  the  committee  that  he  was  willing 
to  produce  and  submit  in  evidence  the  one  letter  which  was 
said  to  bear  upon  the  matter  under  inquiry,  provided  the  com¬ 
mittee  would  recognize  his  right  to  withhold  the  others.49  The 
committee  refused  to  agree  to  this  proposition,  and  Blaine 
therefore  refused  to  produce  any  of  the  letters. 

Immediately  after  Blaine  s  last  refusal,  the  committee  ad¬ 
journed.  Before  it  could  meet  again,  Blaine  was  taken  sud¬ 
denly  ill  from  the  effects  of  a  sunstroke.  During  his  illness  the 
Governor  of  Maine  appointed  him  to  fill  a  vacancy  in  the 
United  States  Senate.  As  Blaine  was  no  longer  within  the 
jurisdiction  of  the  House  the  committee  did  not  pursue  its 
investigation  further  and  never  made  a  report  of  its  findings. 

So  far  as  the  question  of  Blaine’s  connection  with  the 
$64,000  transaction  is  concerned,  the  evidence  seems  to  be  con¬ 
tained  in  the  verbal  testimony  before  the  committee.  Even  if 
Blaine  had  submitted  the  letters  in  evidence,  they  probably 
would  not  have  shed  any  additional  light  on  this  matter;  for 


49  Certain  R.  R.  Cos.,  p.  174,  testimony  of  Blaine. 
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Mulligan  admitted  that  except  for  the  one  sentence  which  was 
quoted  above,  the  letters  did  not  have  any  direct  bearing  upon 
the  specific  subject  under  inquiry,  namely,  Blaine’s  alleged  im¬ 
proper  relations  with  the  Union  Pacific  Railroad.  Whether 
Scott  obtained  the  bonds  which  cost  the  Union  Pacific  $64,000, 
from  Caldwell  or  Blaine,  must  remain  a  question  of  veracity 
between  Mulligan  and  Harrison  on  one  side,  and  Blaine  and 
the  company’s  officers  on  the  other. 

Blaine’s  refusal  to  permit  an  examination  of  these  letters, 
and  his  failure  to  make  a  complete  explanation  of  every  sus¬ 
picious  circumstance  connected  with  the  incident,  has  led  many 
people  to  suspect  that  he  did  not  read  all  that  was  in  the  letters, 
and  that  if  their  contents  were  disclosed  fully  they  would  show 
that  Blaine  had  been  involved  in  some  transactions  with  rail¬ 
road  companies  which  would  not  bear  exposure.50  Blaine 
never  succeeded  in  clearing  himself  completely.  The  incident 
of  the  Mulligan  letters  caused  Blaine’s  failure  to  secure  the 
Republican  presidential  nomination  in  1876,  and  it  was  prob¬ 
ably  an  important  factor  in  contributing  to  his  defeat  in  1884. 

Exposures  of  corruption  in  the  national  government,  as  well 
as  in  local  governments,  were  not  uncommon  during  the  Re¬ 
construction  period.  The  Credit  Mobilier  and  the  charges 
against  Speaker  Blaine,  both  of  which  involved  the  Union 
Pacific  directly,  stand  out  as  conspicuous  examples.  While  the 
Credit  Mobilier  has  not  wanted  apologists,  and  while  Blaine’s 
complicity  with  the  Union  Pacific-Little  Rock  and  Fort  Smith 
affair  has  never  been  proved,  these  two  incidents  could  neces¬ 
sarily  create  a  general  feeling  of  distrust  and  suspicion  of  the 
honesty  of  the  methods  of  this  great  subsidized  national  rail¬ 
road  company.  That  national  figures  like  Blaine,  Ames,  and 
Colfax  should  be  prominently  mentioned  as  objects  of  sus¬ 
picion  in  connection  with  questionable  transactions  with  the 
men  who  were  the  managers  of  a  great  national  highway  of 

60  Rhodes  is  of  the  opinion  that  there  is  little  doubt  as  to  Blaine’s  guilt  so  far  at 
least,  as  the  Union  Pacific  was  concerned.  (History  of  the  United  States,  Vol  VII 
p.  304.) 
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commerce,  was  sufficiently  serious.  Whether  or  not  the  men 
connected  with  the  Credit  Mobilier  “scandal”  were  justified  in 
what  they  did,  and  whether  Blaine  was  rightly  or  wrongly  ac¬ 
cused  of  having  used  his  high  office  of  Speaker  of  the  House 
of  Representatives  to  obtain  favors  for  a  nationally  incorpo¬ 
rated  and  government-aided  railroad,  these  two  incidents  in 
the  congressional  history  of  the  Union  Pacific  have  been,  as 
has  already  been  suggested,  contributing  elements  in  bringing 
about  the  unfriendly  attitude  of  the  public  toward  great  rail¬ 
road  companies. 


CHAPTER  V 


THE  DECADE  FROM  1870  TO  1880 

Acquisition  by  Jay  Gould  of  Control  of  Union  Pacific 

An  excellent  illustration  of  the  effect  of  overcapitalization 
upon  a  railroad  company  is  afforded  by  the  history  of  the 
Union  Pacific  from  the  time  of  its  construction  down  to  the 
closing  years  of  the  last  decade  of  the  nineteenth  century.  The 
extravagant  manner  in  which  the  Union  Pacific  was  built  left 
its  stamp  upon  the  finished  road.  For  a  number  of  years 
after  1869  company  found  difficulty  in  meeting  its  heavy 
interest  obligations.  In  January,  1873,  its  president  testified 
that  only  the  personal  credit  and  financial  assistance  of  the 
directors  and  leading  stockholders  kept  the  road  out  of  a 
receivership,  and  that  if  this  aid  were  withdrawn  the  road 
must  surely  be  bankrupted.1  Its  bonds  did  not  command  high 
prices;  its  capital  stock  had  only  a  speculative  value;  and,  as 
the  report  of  the  Wilson  Committee  had  pointed  out,  it  was 
easy  for  powerful  corporations  or  speculators  to  secure  con¬ 
trol  of  it.  As  a  matter  of  fact  this  is  what  did  actually  happen. 

The  volume  of  traffic  which  passed  over  the  Union  Pacific 
even  as  early  as  1870  greatly  exceeded  all  previous  expecta¬ 
tion.  The  road’s  completion  made  possible  the  immediate 
development  of  the  great  resources  of  the  west.  For  example, 
formerly  only  high-grade  ores  could  pay  a  profit  over  trans¬ 
portation  charges,  while  now  mining  products  of  an  inferior 
grade  were  able  to  find  an  outlet.  In  1873,  there  were  within 
12  miles  of  Salt  Lake  City  11  furnaces  for  the  reduction  of 
ores,  and  in  the  state  of  Utah  there  were  over  30  such  fur¬ 
naces,  all  of  which  had  developed  since  the  road’s  comple- 

1  Wilson  Report,  p.  396,  testimony  of  H.  A.  Clark. 
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tion.* 2  This  was  only  one  industry  which  developed  in  the 
west  by  reason  of  the  completion  of  this  road.  The  road  did 
a  heavy  transcontinental  and  tourist  business,  which  high  tariff 
rates  made  very  remunerative.  So  surprisingly  large  was  the 
road’s  business  at  this  time  that  if  the  Union  Pacific  had  been 
capitalized  at  a  moderate  figure  the  question  of  its  solvency 
would  not  have  arisen. 

Control  of  all  this  traffic  after  it  came  east  of  the  eastern 
terminus  of  the  Union  Pacific  was  sought  after  by  eastern 
roads.  Between  1870  and  1873  the  Pennsylvania  and  the 
Lake  Shore  and  Michigan  Southern  interests  each  in  turn  con¬ 
trolled  the  Union  Pacific.  Early  in  1871  the  road  came  into 
the  control  of  men  prominent  in  the  management  of  the  Penn¬ 
sylvania  Railroad,  and  Thomas  A.  Scott  of  the  Pennsylvania 
Company  became  president  of  the  Union  Pacific.  The  Penn¬ 
sylvania  people  remained  in  control  for  one  year.  In  1872, 
Commodore  Vanderbilt’s  son-in-law,  Horace  A.  Clark,  of  the 
Lake  Shore  and  Michigan  Southern  road,  bought  a  dominat¬ 
ing  interest  in  the  Union  Pacific  in  order  to  divert  its  traffic 
to  the  Lake  Shore  and  Michigan  Southern.3  Mr.  Clark  was 
elected  president  of  the  Union  Pacific  in  March,  1872,  and 
remained  in  that  position  until  his  death  in  the  late  spring  of 
1873,  sometime  after  the  Credit  Mobilier  investigations. 

After  Clark’s  death,  Sidney  Dillon  was  elected  president. 
Clark’s  stock,  which  was  for  some  reason  thrown  upon  the 
market,  fell  into  the  hands  of  Jay  Gould.  During  the  year 
1873  Gould  made  large  additional  purchases  of  Union  Pacific 
stock,  which  at  that  time  had  a  market  value  of  from  25  to  30. 
Gould  seems  to  have  acquired  about  100,000  shares,  or  nearly 
one-third  of  the  entire  outstanding  capital  stock.4 5  After  1873 
he  continued  to  increase  his  holdings,  until  by  1878  he  had 
acquired  about  200,000  shares.6 

*  Report  of  two  of  the  Government  Directors  of  the  Union  Pacific  Railroad,  dated 

Dec.  1872,  House  Exec.  Docs.  No.  95,  43rd  Cong.,  1st  sess.  (serial  No.  1607),  p.  8, 
at  p.  13. 

8  Wilson  Report,  p.  666,  testimony  of  Clark. 

*■  Pac.  Ry.  Com.,  Test.  p.  446,  testimony  of  Jay  Gould. 

5  Ibid.,  p.  451,  testimony  of  Gould. 
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Gould’s  purpose,  as  his  subsequent  actions  indicated,  was 
to  place  the  road,  for  a  time  at  least,  upon  a  dividend-paying 
basis.  First  of  all  he  brought  about  a  partial  reorganization 
of  the  road’s  finances.  The  company  had  been  struggling 
under  a  heavy  floating  debt  on  which  it  was  paying  high 
interest  rates.6  Interest  charges  amounting  to  io  per  cent  per 
annum  were  likewise  paid  upon  10,000,000  income  bonds, 
which  income  bonds  fell  due  soon  after  Gould  came  into  the 
management.  A  new  series  of  8  per  cent  “sinking  fund  bonds” 
was  floated  under  Gould’s  direction.  These  bonds  provided 
for  the  redemption  of  the  income  bonds  as  fast  as  they  matured, 
and  for  funding  the  floating  debt;7  $14,500,000  of  these  sink¬ 
ing  fund  bonds  were  issued.  They  were  a  second  mortgage 
on  the  land  grant  and  a  third  mortgage  on  the  road.  While 
there  was  little  change  in  the  principal  of  the  company’s  float¬ 
ing  and  funded  debt,  this  arrangement  saved  many  thousands 
of  dollars  of  interest  charges  annually. 

Relatively  Large  Earnings  of  Union  Pacific 

The  tremendous  increase  in  traffic  which  accompanied  the 
rapid  filling  up  of  the  west  aided  Gould  in  his  purpose  to  place 
the  company  on  a  dividend-paying  basis.  The  Union  Pacific 
taught  our  people  that  the  stories  of  the  “American  Desert” 
were  greatly  exaggerated.  The  railroad  solved  the  problem 
of  Indian  outbreaks  and  made  possible  the  settlement  of  the 
far  west.  The  trans-Missouri  region  was  now  open.  Popu¬ 
lation  began  rapidly  pouring  into  Colorado,  Montana,  Utah, 
and  other  western  localities.  A  comparison  of  the  population 
of  certain  selected  towns  and  cities  for  the  years  i860,  1870, 
and  1880  shows  a  general  increase,  not  alone  in  mining  centers, 
but  all  along  the  line:8 

•  Ibid.,  p.  447,  testimony  of  Gould. 

7  Ibid. 

8  The  figures  in  this  and  the  following  table  have  been  compiled  from  the  United 
States  Census  for  i860,  1870,  and  1880. 
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i860 

Omaha,  Neb .  1,883 

Fremont,  Neb . 

Denver,  Colo .  4,749 

Cheyenne,  Wyo . 

Laramie,  Wyo . 

Ogden,  Utah .  1,476 

Salt  Lake  City,  Utah .  8,236 


The  four  states  and  territories  through 
Pacific  ran  increased  rapidly  in  population, 
table  shows : 

i860 

Nebraska  .  28,841 

Colorado  .  34,277 

Wyoming  . 

Utah  .  9,118 


1870 

1880 

16,083 

30,518 

1,195 

3,013 

4,759 

35,629 

L450 

3,456 

828 

3,696 

3,127 

6,069 

12,854 

20,768 

which  the  Union 

as  the  following 

1870 

1880 

122,993 

452,402 

39,864 

194,327 

86,786 

143,966 

20,789 

40,273 

Western  development  during  the  eight  years  following  the 
construction  of  this  railroad  was  so  marked  that  the  govern¬ 
ment  directors  wrote  in  their  official  report  for  1878,  “The 
‘perfect  waste’  ....  teems  with  farms  and  villages,  and 
herds  of  cattle  and  flocks  of  sheep,  and  embraces  mineral 
wealth,  developed  and  undeveloped,  beyond  comprehension  and 
almost  too  great  for  human  belief.’’9  The  same  report  con¬ 
tains  a  few  statistics  illustrative  of  this  development.  For 
example,  in  1876,  during  June,  July,  August,  and  September, 
20,260  head  of  cattle  were  shipped  east  over  the  Union  Pacific 
from  North  Platte  and  stations  west  of  North  Platte.  Dur¬ 


ing  the  same  season  the  railroad  company  mined  227,644  tons 
of  coal  at  its  various  mines  along  its  line.  The  increase  in 
mineral  output  is  indicated  by  the  shipments  of  western  ore 
which  were  received  from  the  west  by  one  large  Omaha  smelt¬ 
ing  concern : 


Year 

Lead  (lbs.) 

Gold  and  Silver  (dollars) 

1873 

8,482,386 

$1,020,639.54 

1874 

13,586,909 

1,184,611.34 

1875 

22,524,000 

2,252,925.11 

Shipped  from 
Utah 

Utah  and  Nevada 
Utah,  Nevada,  and 
Montana 


9  Report  of  the  Government  Directors,  1878,  in  House  Exec.  Docs.  No.  69,  49th 
Cong.,  1st  sess.,  (serial  No.  233,  pp.  109  ff.,  at  p.  111).  (This  document  is  a  compilation 
of  reports  from  1864  to  1885.) 
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The  same  report  of  the  government  directors  called  atten¬ 
tion  to  the  increase  in  the  amount  of  Oriental  commerce  which 
passed  over  the  company  s  lines.  Thus,  for  the  year  ending 
June  30,  1875,  9,754,774  pounds  of  tea,  and  181,638  pounds 
of  silk  were  carried  by  the  Union  Pacific;  while  for  the  twelve 
months  ending  June  30,  1876,  the  figures  were  increased  to 
23,2I4,5°4  pounds  of  tea,  and  1,252,953  pounds  of  silk. 

Doubtless  there  may  be  some  errors  in  these  estimates, 
but  nevertheless,  making  all  due  allowance  for  inaccuracies, 
it  is  apparent  from  these  figures  that  a  tremendous  increase  in 
industrial  development  occurred  in  the  west  during  the  seven¬ 
ties.  The  best  index  of  the  situation  is  the  increase  in  the 
company  s  annual  income.  Its  net  earnings  (gross  earnings 
minus  the  expenses  of  operation)  from  1868  to  1875  werei10 

l8?2 . $4,092,032.05 

1873  .  5,222,891.30 

1874  .  5,424,997.13 

1875  .  6,451,552.74 


1868 . $  893,921.99 

*869 .  2,031,170.09 

i87o .  2,776,771.88 

i87x .  3,921,115.30 


In  the  seventies  the  traffic  of  Nebraska,  Wyoming,  Utah, 
Montana,  Idaho,  Nevada,  California,  Oregon,  and  Washing¬ 
ton,  and  to  some  extent  Colorado,  was  entirely  dependent 
upon  the  Union  Pacific.  The  only  competition  the  road  met 
with  was  that  of  steamships  plying  between  the  east  and  Cali¬ 
fornia.  With  an  entire  monopoly  of  the  western  carrying  trade, 
except  for  a  portion  of  the  California  business,  and  with  no 
rate  laws  in  force,  the  Union  Pacific  was  in  a  position  to  fix 
rates  as  high  as  it  saw  fit.  The  problem  of  railroad  rates  and 
their  proper  relation  to  a  road’s  physical  valuation  and  earn¬ 
ing  capacity  has  been  thoroughly  discussed  by  economists  and 
students  of  railroad  questions.  This  problem  therefore  does 


TheSe  are  the  figures  reported  by  the  Pac.  Ry.  Com.  (Test.  p.  4802.  Reports  of 
accountants.)  The  figures  given  above  are  those  taken  from  the  Omaha  books.  The 

glVC  ?lffer?nt  fiSures,  for *  *868>  i869,  and  1870.  The  railroad  company’s 
published  reports  also  give  somewhat  different  figures.  The  gross  earnings  from  1868 
to  1875,  inclusive,  are  as  follows  (Pac.  Ry.  Com.  Test.,  p.  5266): 


*868 . $  5,062,671.81 

l869 .  8,192,304.05 

i87° .  7,566,940.65 

*871 .  7,521,682.16 


i872 . $  8,892,605.53 

*873 .  10,266,103.66 

j874 .  10,559,880.12 

i875 .  11,993,832.09 
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not  properly  come  within  the  scope  of  this  work.  Neverthe¬ 
less,  some  mention  must  be  made  of  the  rate  situation  as  it 
was  on  the  Union  Pacific  at  this  period.  In  1878  the  govern¬ 
ment  directors  reported  that  the  company’s  policy  in  respect 
to  rates  was  neither  far  sighted  nor  liberal,  and  that  rates 
were  fixed  as  high  as  the  officers  believed  the  traffic  would 
bear.11  A  number  of  specific  instances  are  mentioned  of  high 
rates  and  of  what  the  government  directors  believed  were 
unfair  long  and  short  haul  discriminations. 

It  would  not  be  easy  at  this  distance  to  determine  whether 
or  not  these  government  directors  were  entirely  correct  in 
their  criticism  of  the  company’s  rate  policy.  Many  things 
must  be  considered  in  attempting  to  pass  judgment  as  to 
whether  or  not  a  given  schedule  of  freight  and  passenger 
tariffs  is  reasonable.  The  average  freight  rate  per  ton  per 
mile  on  the  Union  Pacific  for  certain  years  selected  for 
comparison  was  :12 

Cents 

1871 .  2.41 

1876 .  2.04 

1909 .  1.02 

Passenger  rates  are  less  complex  than  freight  rates  and 
afford  a  more  easily  understood  basis  of  comparison.  On 
portions  of  the  mountain  divisions  local  fares  were  during 
this  period  as  high  as  9  and  10  cents  a  mile  in  some  cases; 
but  there  was  very  little  travel  to  be  affected  by  these  high 
rates.  In  1878  the  average  local  fare  was  3.5  cents  a  mile; 
the  average  through  fare  was  3.13  cents  a  mile;  and  the 
average  through  and  local  passenger  fare,  including  emigrant 

11  Report  of  the  Government  Directors,  1878  (printed  in  House  Exec.  Docs.  No.  1, 
45th  Cong.,  3rd  sess.,  Pt.  5,  serial  No.  1850,  pp.  1006  ff.,  at  p.  1012). 

u  The  figures  for  1871  and  1876  are  taken  from  a  compilation  submitted  by  the 
traffic  manager  of  the  Union  Pacific  to  the  Cullom  Investigating  Committee  on  Inter¬ 
state  Commerce,  in  1887.  (See  Sen.  Rep.  No.  46,  Pt.  2,  49th  Cong.,  1st  sess.  [serial 
No.  2357],  p-  1231.)  The  figures  for  1909  are  taken  from  the  record  in  the  case  of 
United  States  v.  Union  Pacific  Railroad  Company,  et  al.,  docket  No.  993,  Circuit 
Court  ot  the  United  States  for  the  district  of  Utah,  Evidence  and  Proceedings  before 
the  Special  Examiner,  p.  4096,  defendant’s  exhibit  No.  68. 
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rates,  was  3.33  cents  a  mile.13  The  average  rate  on  the  Union 
Pacific  in  1909  was  2.16  cents  a  mile.14 

Compared  with  tariffs  in  force  on  eastern  roads,  the  rates 
charged  by  the  Union  Pacific  at  this  time  were  probably  not 
excessive,  in  view  of  the  physical  conditions  under  which  the 
Union  Pacific  was  constructed  and  operated,  and  in  view  of 
the  still  sparsely  settled  region  through  which  it  ran.  But  it 
is  not  too  much  to  say  that  if  a  given  rate  will  yield  a  fair 
margin  of  profit  upon  a  road’s  actual  cost — whatever  a  “fair 
margin  of  profit”  may  be — a  higher  tariff  is  an  unfair  tax 
levied  upon  the  community,  not  a  fair  charge  for  services 
rendered.  A  rate  which  is  profitable  upon  a  fair  valuation 
may  be  and  frequently  is  insufficient  to  enable  a  road  to  meet 
the  interest  on  a  watered  bond  issue;  and  a  schedule  of  rates 
which  permits  the  payments,  in  addition  to  inflated  interest 
charges,  of  a  dividend  upon  stock  that  represents  only  the 
energy  of  its  promoters  must  usually  be  classed  as  excessive. 
The  question  of  risk  is  one  which  must  be  taken  fully  into 
consideration,  and  may  justify  a  large  return  upon  the  capital 
invested.  But  it  must  not  be  forgotten  that  although  the 
Union  Pacific  was  expensive  to  construct  and  operate,  although 
its  traffic  was  relatively  light  as  compared  with  eastern  roads, 
and  although  its  construction  involved  great  risks,  the  com¬ 
pany  was  heavily  subsidized  by  the  government,  and  capitalized 
at  a  figure  nearly  double  the  road’s  physical  valuation. 

A  region  which  was  rapidly  increasing  in  population  fur¬ 
nished  an  annually  increasing  tonnage  to  the  Union  Pacific 
Railroad,  and  this  tonnage  was  carried  at  high  rates.  The 
result  was  a  steadily  increasing  annual  revenue  to  the  com¬ 
pany.  By  1874  the  net  earnings  exceeded  the  interest  on  the 
bonded  debt  by  a  considerable  margin.  The  first  dividend  was 
declared  in  the  spring  of  1875. 15  A  quarterly  dividend  of 
iy2  per  cent,  or  6  per  cent  per  annum,  upon  the  capital  stock 


18  Report  of  the  Government  Directors,  1878  (serial  No.  1850,  at  p.  101a). 
14  Evidence  and  Proceedings  before  the  Spec.  Ex.,  p.  4096. 

16  Annual  Report  of  the  Union  Pacific  for  1874. 
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was  paid  on  July  i  of  that  year.  Three  months  later  the 
quarterly  dividend  was  increased  to  2  per  cent,  at  which  rate 
it  remained  for  a  time. 

Gould’s  Dividend  Policy 

When  Gould  made  his  first  purchase  of  Union  Pacific 
stock,  in  1873,  its  market  value  fluctuated  in  the  neighborhood 
of  30.  The  manner  in  which  the  stock  was  originally  issued 
has  already  been  related.  After  the  road’s  completion  shares 
had  occasionally  been  quoted  on  the  stock  exchange  as  high 
as  40,  while  they  had  sometimes  sold  as  low  as  11  or  12.16 
If  we  estimate  the  average  cost  of  each  share  as  approximately 
$30,  a  6  per  cent  dividend  on  the  par  value  of  the  road’s 
capital  stock  was  in  fact  about  20  per  cent  on  the  actual  in¬ 
vestment;  while  an  8  per  cent  dividend  on  the  par  value  of 
the  stock  amounted  to  over  25  per  cent  of  what  had  been  the 
average  market  value  up  to  this  time.  This  very  large  margin 
of  profit  was  left  to  the  stockholders  after  interest  on  the 
inflated  bond  issue  had  been  paid. 

There  are  three  reasons  why  Gould’s  dividend  policy  is 
open  to  adverse  criticism : 

1.  The  amount  of  the  annual  dividend  was  out  of  all  pro¬ 
portion  to  the  investment.  The  bonded  debt  was  considerably 
in  excess  of  the  road’s  cost,  it  bore  high  interest  rates,  and 
the  company  had  received  very  much  less  than  their  par  when 
the  bonds  were  first  issued.  The  stock  originally  represented 
no  money  investment  whatever.  To  be  sure,  this  condition 
was  to  some  extent  a  consequence  of  the  risk  involved  in 
building  the  road,  and  of  the  difficulty  of  finding  a  market 
for  its  securities.  It  is  nevertheless  true  that  the  builders  of 
the  road  had  already  realized  a  very  large  profit  out  of  the 
construction.  There  was  no  longer  the  same  element  of  risk 
that  there  had  been.  It  required  high  tariff  rates  to  enable 


16  Files  of  the  Commercial  and  Financial  Chronicle. 
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the  company  to  meet  its  fixed  charges  and  to  pay  in  addition 
a  dividend  of  6  or  8  per  cent  annually  upon  stock  which  was 
originally  issued  as  a  gratuity. 

2.  Yet  even  if  it  were  to  be  conceded  that  this  high  rate 
of  dividend  was  not  in  excess  of  a  fair  margin  of  profit,  the 
dividends  were  so  large  as  to  be  financially  unsound.  A  very 
high  percentage  of  the  surplus  earnings  was  divided,  so  that 
only  a  small  margin  of  safety  remained  after  the  payment  of 
dividends. 

3.  No  provision  was  made  for  the  payment  of  either  prin¬ 
cipal  or  interest  of  the  United  States  subsidy  bonds.  In 
1875  *he  Supreme  Court  of  the  United  States  decided  that 
the  government  could  not  require  the  company  to  repay  the 
semiannual  interest  on  these  bonds  until  their  maturity,  thirty 
years  after  their  issue.  The  United  States  was  therefore 
only  entitled  to  collect  one-half  of  the  sum  due  the  railroad 
company  on  account  of  government  transportation,  and,  in 
addition,  5  per  cent  of  the  company’s  net  earnings.  The  sum 
of  these  two  payments  was  only  enough  to  meet  about  one- 
fourth  of  the  annual  interest  on  the  subsidy  bonds;  but  under 
the  Supreme  Court’s  decision  none  of  the  balance  was  due 
the  United  States  until  late  in  the  nineties.  That  the  com¬ 
pany  would  be  unable  to  meet  this  debt  when  it  matured  was 
admitted  in  1874  by  Sidney  Dillon,  the  president  of  the  Union 
Pacific.17  Nevertheless,  between  1875  and  1884,  $28,650,- 
770.13  were  paid  in  dividends,18  while  the  unpaid  interest 
obligations  owing  from  the  Union  Pacific  Railroad  to  the 
United  States  amounted  to  $15,768,837.98  in  1884. 19 

Whether  these  dividends  were  made  possible  at  the  ex¬ 
pense  of  the  physical  upkeep  of  the  road  is  somewhat  doubtful. 
Reports  both  of  different  boards  of  government  directors  and 

17  Letter  of  Dillon  to  the  Secretary  of  the  Treasury,  printed  in  the  Annual  Report 
of  the  Company  for  1874. 

18  Pac.  Ry.  Com.  Test.,  p.  4810,  reports  of  accountants. 

19  Annual  Report  of  the  Commissioner  of  Railroads  for  1884,  p.  12.  This  figure 
does  not  include  the  overdue  interest  owing  to  the  government  from  the  Kansas  Pacific 
Railway  Company,  which  was  consolidated  with  the  Union  Pacific  in  1880. 
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of  the  railroad  company  itself  contain  frequent  references  to 
physical  betterment  and  improvements.  In  1878,  however,  the 
government  directors  made  some  criticisms  of  the  physical 
appearance  of  the  road  as  not  being  entirely  satisfactory,  and 
reported  that  the  policy  of  the  company  in  this  regard  was 
sufficiently  safe  but  by  no  means  liberal.20  The  ratio  of  operat¬ 
ing  expenses  to  gross  earnings  during  these  years  seems  very 
low,  as  it  averaged  only  about  40  per  cent.21  Doubtless  the 
road  was  fairly  well  kept  up  for  a  western  road  at  that 
period;  but  the  management  did  not  enter  upon  any  works  of 
improvement  except  such  as  were  immediately  necessary. 

In  1875  the  company’s  net  earnings  amounted  to  $6,451,- 
552.74.  The  following  year  they  increased  to  $7,477,408.79. 
From  this  time  to  the  close  of  the  decade,  net  earnings  did 
not  vary  greatly  from  this  figure.  Between  July  1,  1875, 
and  January  1,  1880,  inclusive,  dividends  amounting  to  $11,- 
942,125  were  paid  by  the  company.22 

The  stock  market  at  once  began  to  register  the  effect  of 
Gould’s  dividend  policy.  In  January,  1876,  the  lowest  quo¬ 
tation  of  Union  Pacific  stock  was  67 J4,  and  the  highest  was 
743/2. 23  The  market  price  remained  in  the  neighborhood  of  70, 
and  after  1878  Gould  took  advantage  of  the  increased  value 
of  Union  Pacific  stock  to  dispose  of  a  large  amount  of  his 
shares.  Gould  reduced  his  holdings  from  about  200,000  shares 
to  about  27,000  shares.24 

The  Omaha  Bridge 

Three  other  matters  belonging  to  this  decade  should  be  men¬ 
tioned,  as  they  were  probably  not  without  influence  upon  local 
western  sentiment  regarding  railroads  in  general  and  the 
Union  Pacific  in  particular:  (1)  the  policy  of  the  company 

30  The  report  made  by  the  government  directors  in  1878  is  unusually  full  in  its 
discussion  of  the  affairs  of  the  Union  Pacific.  One  of  the  signers  of  this  report  was 
Charles  Francis  Adams. 

21  Annual  Reports  of  the  company. 

22  Pac.  Ry.  Com.  Test.,  pp.  4803,  4810,  reports  of  accountants. 

23  Chron.,  22:136  (1876). 

24  Pac.  Ry.  Com.  Test.,  p.  474,  testimony  of  Jay  Gould. 
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with  respect  to  the  Omaha  bridge;  (2)  the  policy  of  the  com¬ 
pany  with  respect  to  its  coal  department;  and  (3)  the  com¬ 
pany’s  attitude  toward  state  taxation. 

For  some  time  it  was  doubtful  whether  Council  Bluffs 
or  Omaha  was  the  eastern  terminus  of  the  Union  Pacific. 
The  act  of  1862  required  the  Pacific  railroad  companies  to 
operate  their  respective  roads  as  one  continuous  line.  The 
act  likewise  provided  that  the  “Iowa  branch”  of  the  Union 
Pacific  was  to  commence  at  “a  point  on  the  western  boundary 
of  the  State  of  Iowa,  to  be  fixed  by  the  President  of  the 
United  States.”  In  accordance  with  the  provisions  of  this 
act,  President  Lincoln,  on  March  7,  1864,  had  fixed  this  point 
so  as  to  be  on  the  western  boundary  of  Iowa,  “within  the 
limits  of  the  township  in  Iowa  opposite  the  Town  of  Omaha, 
in  Nebraska.”25  In  1871  the  Union  Pacific  finished  the  con¬ 
struction  of  a  bridge  over  the  Missouri  River  at  Omaha.  The 
company,  taking  the  position  that  the  western  boundary  of 
Iowa  was  on  the  west  bank  of  the  river,  did  not  operate  this 
bridge  as  a  portion  of  its  through  line.  Passengers  and  freight 
from  the  east  were  disembarked  at  Council  Bluffs  and  trans¬ 
ported  across  the  bridge  on  dummy  trains,  to  be  again  trans¬ 
ferred  at  Omaha.  The  railroad  company  considered  Omaha 
as  the  terminus  of  its  line  and  continued  to  subject  passengers 
and  freight  to  the  inconvenience  of  this  unnecessary  double 
transfer. 

Legal  proceedings  were  instituted  to  compel  the  company 
to  make  up  its  through  trains  at  Council  Bluffs  instead  of  at 
Omaha.  The  matter  came  eventually  before  the  United  States 
Supreme  Court.  In  1876  the  case  was  decided  against  the 
Union  Pacific,  and  the  company  was  ordered  to  operate  its 
road  as  one  line  from  Council  Bluffs  west.26 


26  The  exact  spot  designated  was  “on  the  western  boundary  of  Iowa  east  of  and 

opposite  to  the  east  line  of  section  io,  in  township  15,  north,  of  range  13,  east  of  the 
,  _ !  j' _  a.  ”  fspp  Tamps  Richardson. 


6th  principal  meridian,  in  the  Territory  of  Nebraska.  (See  James 


Messages  and  Papers  of  the  Presidents,  Vol.  VI,  PP-  20°,  234-) 

26  Union  Pacific  Railroad  Company  v.  Hall,  91  U.  S.  343 >  2  3  U.  h.d.  420. 
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Policy  of  the  Union  Pacific  Coal  Department 

After  the  Wyoming  Coal  Company  contract  was  abrogated 
in  1 874, 27  the  Union  Pacific  mined  its  coal  through  its  own 
coal  department.  The  company  enjoyed  a  practical  monopoly 
of  the  coal  business  along  the  line  of  its  road.  Against  other 
coal  producers  who  owned  mines  in  Wyoming  the  railroad 
company  made  heavy  discriminations.  The  cost  to  the  com¬ 
pany  of  mining  coal  in  1874  was  slightly  over  $2  a  ton.  This 
figure  was  greatly  reduced  before  1880.  The  government 
directors,  in  their  report  for  1874,  published  the  following 
figures  illustrating  the  policy  of  the  company  in  relation  to 
its  commercial  coal  operations:28 


Stations 
Omaha  .... 

Papillion  to  Gibbon . 

Kearney  to  North  Platte. 

Cheyenne  . 

Laramie  . 

Ogden  . 


Rate  at  which  U.  P. 
Coal  Was  Sold 

$9.00 

8.50 
8.00 
7.00 

6.50 
6.50 


Transportation  Charged 
Other  Producers 

$10.00 
1 1. 00 
9-50 
6.00 

475 

10.00 


These  figures  speak  for  themselves  without  further  com¬ 
ment.  Very  general  dissatisfaction  at  the  company’s  methods 
was  expressed  by  persons  living  along  the  line  of  the  road 
who  were  dependent  upon  the  Union  Pacific  for  their  coal.29 


Union  Pacific’s  Claims  of  Exemption  from  State  Taxation 
The  third  matter,  the  company’s  attitude  toward  state 
taxation,  requires  a  somewhat  fuller  discussion.  The  acts  of 
1862  and  1864  are  silent  regarding  the  taxation  of  the  prop¬ 
erty  of  the  Union  Pacific  Railroad  by  states  through  which 
the  road  runs.  When  these  acts  were  passed,  no  part  of  the 
proposed  line  was  included  within  the  borders  of  any  state. 

27  See  supra,  p.  44. 

28  The  report  is  published  as  Sen.  Exec.  Docs.  No.  3,  43rd  Cong.,  2nd  sess.  (serial 
No.  1629,  p.  6). 

29  Testimony  taken  by  the  Cullom  Committee  in  1886,  and  by  the  Pacific  Railway 
Commission  in  1887 
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In  1867  Nebraska  was  admitted  to  the  Union.  About  two 
years  after  its  admission  the  new  state,  on  February  15,  1869, 
passed  a  revenue  law  which  placed  a  tax  upon  the  road-bed  and 
right  of  way  of  the  Union  Pacific.30  The  local  authorities 
thereupon  proceeded  to  assess  the  road-bed  and  right  of  way 
at  a  valuation  of  $16,000  a  mile.  The  railroad  company  op¬ 
posed  this  tax  and  filed  a  bill  in  the  United  States  Circuit 
Court  for  the  District  of  Nebraska,  asking  the  court  to  enjoin 
its  collection.  Upon  the  circuit  court’s  refusal  to  interfere  in 
its  behalf,  the  company  appealed  to  the  United  States  Supreme 

Court. 

The  railroad  company’s  contention  was  that  its  property 
was  exempt  from  state  taxation  by  virtue  of  the  fact  that  it 
had  been  chartered  under  the  laws  of  the  United  States  for 
the  purpose  of  performing  duties  of  a  public  character  for  the 
government.  Counsel  for  the  company  argued  that  its  char¬ 
ter  endowed  it  with  its  franchises,  powers,  and  property  as  a 
means  or  agency  for  the  execution  of  certain  of  the  enumerated 
powers  vested  in  the  general  government,  as,  for  example,  the 
power  to  establish  post  roads,  the  power  to  maintain  an  army, 
and  the  power  to  regulate  commerce.  The  Supreme  Court 
had  decided  at  different  times,  notably  in  the  celebrated  case 
of  McCullough  v.  Maryland,*1  that  the  means,  agencies,  and 
instruments  created  by  the  federal  government  for  the  exer¬ 
cise  of  its  powers  were  exempt  from  state  taxation.  The 
Union  Pacific  Railroad  claimed  that  it  was  such  an  agency. 
It  took  the  position  that  it  was  liable  to  state  taxation  only 
to  such  an  extent  as  Congress  should  expressly  assent  to, 
and  concede  to  the  state  as  being  consistent  with  the  safety 
and  efficiency  of  the  company  as  such  means  or  agency. 

The  state  contended  on  the  other  hand  that  the  states  of 
the  Union  possessed  the  power  of  taxing,  subject  to  no  limita¬ 
tions  of  the  federal  constitution.  It  was  argued  that  the  only 


80  Laws  of  Nebraska,  1869,  p.  179. 

81  4  Wheaton  316;  4  L.  £d.  579. 
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exception  to  this  rule  was  the  restriction  which  forbade  a 
state  from  assessing  a  tax  against  a  necessary  instrumentality 
of  the  federal  government;  but  that  not  every  agency  of  the 
United  States  Government  was  exempt,  as,  for  example,  the 
stage-coach,  the  steamer,  and  the  state-incorporated  railroad 
rendered  constant  service  to  the  government  and  yet  by  com¬ 
mon  consent  they  were  not  exempt  from  state  taxation.  Tax¬ 
ation  which  does  not  impair  or  interfere  with  the  agent’s 
efficiency  was,  it  was  argued,  authorized  under  the  Constitu¬ 
tion;  and  a  state  tax  was  said  to  become  invalid  only  when 
it  was  levied  upon  the  agent’s  operations  in  discharging  its 
functions. 

The  state  argued  further:  To  say  that  a  railroad  which 
was  used  no  more,  or  was  not  likely  to  be  used  more  than  any 
other  land  grant  road  sustained  any  such  intimate  relation 
to  the  federal  government  as  a  national  bank,  was  unreason¬ 
able.  That  the  Union  Pacific  was  incorporated  under  a  fed¬ 
eral  statute  was  but  a  factitious  circumstance;  if  the  Union 
Pacific  were  exempt  from  taxation  because  of  its  character 
as  an  agent  of  the  federal  government,  all  other  railroads 
should  likewise  be  exempt  for  the  same  reason.  The  Union 
Pacific  Railroad  was  a  private  corporation  formed  for  private 
gain;  and  such  relations  as  it  might  have  with  the  govern¬ 
ment  were  incidental,  and  its  duties  and  liabilities  to  the  gov¬ 
ernment  were  no  different  from  the  duties  and  liabilities  of 
other  roads. 

The  case  was  argued  before  the  Supreme  Court  late  in 
the  fall  of  1873.  On  December  15  of  that  year  the  court 
decided  that  the  property  of  the  Union  Pacific  Railroad,  al¬ 
though  the  corporation  was  an  agent  of  the  general  govern¬ 
ment,  designed  to  be  employed  and  actually  employed  in  the 
legitimate  service  of  the  government,  both  military  and  postal, 
was  not  exempt  from  state  taxation.  No  constitutional  im¬ 
plications,  said  the  court,  prohibit  a  state  tax  upon  the  prop- 
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erty  of  an  agent  merely  because  it  is  the  property  of  such 
agent.32 

State  Taxation  of  the  Land  Grant 

The  right  of  way,  track,  and  rolling  stock  of  the  Union 
Pacific  Railroad  Company  were  therefore  declared  subject 
to  state  taxation.  The  extent  to  which  the  land  grant  was 
subject  to  state  taxation  became  a  separate  issue  which  was 
decided  early  in  1875.  In  1872  the  local  authorities  in  Ne¬ 
braska  levied  an  assessment  upon  so  much  of  the  company’s 
land  grant  as  lay  within  that  state.  This  tax  the  company 
refused  to  pay.  The  authorities  were  about  to  seize  some  of 
the  company’s  rolling  stock  under  a  tax  warrant,  when  the 
company  asked  the  United  States  Circuit  Court  to  enjoin  these 
proceedings.  The  company  claimed  that  its  land  grant  was 
exempt  from  taxation  for  the  following  reasons : 

First,  because  under  the  theory  of  the  so-called  “contingent 
right  of  pre-emption”  of  the  government,  the  land  grant  was 
not  subject  to  taxation.  The  act  of  1862  provided  that : 

All  such  lands,  so  granted  by  this  section,  which  shall  not 
be  sold  or  disposed  of  by  said  company  within  three  years 
after  the  entire  road  shall  have  been  completed,  shall  be  sub¬ 
ject  to  settlement  and  pre-emption,  like  other  lands,  at  a  price 
not  exceeding  one  dollar  and  twenty-five  cents  to  be  paid  to 
said  company. 

The  company  contended  that  if  its  lands  were  taxable  they 
were  subject  to  a  sale  for  taxes.  Such  a  sale  would  operate 
to  defeat  this  contingent  right  of  pre-emption.  In  a  similar 
suit  involving  the  land  grant  of  one  of  the  other  Pacific  rail¬ 
roads,  the  Kansas  Pacific,  the  Supreme  Court  of  the  United 
States  had  held  that : 

When  Congress  declared  that  if  the  company  did  not  sell 
those  lands  within  a  time  limited  by  the  Act  they  should  then 
be  open  to  pre-emption  and  sale,  they  cannot  be  withdrawn 


33  Union  Pacific  Railroad  Company  v.  Peniston ,  18  Wall.  5;  21  L.  Ed.  787. 
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from  pre-emption  and  sale  by  a  tax  title  and  possession 
under  it.*3 

Second,  because,  if  the  court’s  former  decision  in  regard 
to  the  contingent  right  of  pre-emption  should  not  be  upheld, 
in  any  case  unpatented  lands,  title  to  which  had  not  yet  legally 
passed  to  the  company,  were  not  subject  to  state  taxation. 
By  the  act  of  1864  it  was  provided  that: 

Before  any  land  granted  by  this  act  shall  be  conveyed  to 
any  company  or  party  entitled  thereto,  under  this  act,  there 
shall  first  be  paid  into  the  treasury  of  the  United  States,  the 
cost  of  surveying,  selecting,  and  conveying  the  same,  by  said 
company  or  party  in  interest,  as  the  titles  shall  be  required  by 
said  company. 

This  provision  requiring  the  payment  of  certain  nominal 
fees  before  full  title  would  vest  in  the  company  had  been 
complied  with  only  to  a  very  limited  extent.  The  company  had 
generally  applied  for  patents  only  as  fast  as  it  sold  its  lands, 
and  it  contended  that  lands  to  which  its  title  was  not  yet  clear 
could  not,  under  the  ordinary  principles  of  law,  be  subject  to 
taxation.  Moreover,  until  1874  patents  to  one-half  the  land 
grant  were  withheld  by  the  government  to  insure  the  full 
performance  of  the  recommendations  which  were  made  in 
1869  by  the  “eminent  citizens.” 

The  state  of  Nebraska  on  the  other  hand  contended  that 
the  entire  land  grant  was  subject  to  taxation.  The  state’s 
position  with  reference  to  the  contingent  right  of  pre-emption 
was  that  the  company’s  land  grant  mortgage  was  a  “disposal” 
of  its  lands  within  the  meaning  of  the  statute,  and  therefore 
that  this  contingent  right  of  pre-emption  no  longer  existed. 
The  title  of  the  company  had  been  absolute  for  the  purpose 
of  executing  this  mortgage,  and  the  company  had  not  been 
hampered  by  this  contingent  right.  The  lands  should  there¬ 
fore  be  subject  to  taxation,  unless  the  unpatented  lands  were 


83  Kansas  Pacific  Railroad  Company  v.  Prescott,  16  Wall.  603;  21  L.  Ed.  373. 
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declared  exempt  by  reason  of  the  non-issuance  of  patents 
conveying  title  to  them. 

The  state  contended  further  that  if  the  company  had  an 
equitable  right  to  the  lands  they  were  subject  to  taxation, 
whether  patents  had  been  issued  or  not.  The  company  had 
earned  its  lands,  and  apart  from  its  failure  to  pay  certain 
nominal  fees  its  right  to  obtain  patents  was  complete.  Whether 
patented  or  not,  the  lands  had  been  available.  Both  patented 
and  unpatented  lands  alike  had  been  mortgaged.  In  many 
cases  lands  had  been  sold  before  patents  had  been  issued  to 
the  company.  Unpatented  lands  had  been  just  as  available 
to  the  company  for  all  practical  purposes  as  patented  lands, 
and  should  be  subject  to  taxation. 

The  circuit  court  decided  that  lands  which  were  already 
patented  were  subject  to  taxation,  but  that  lands  for  which 
patents  had  not  yet  been  issued  and  legal  title  to  which  still 
remained  vested  in  the  government  were  exempt.  Both  parties 
thereupon  appealed  to  the  United  States  Supreme  Court.  The 
decision  of  the  Supreme  Court  was  handed  down  on  January 
18,  1875.  This  court  held,  “on  fuller  argument  and  more 
mature  consideration,”  that  the  theory  that  the  land  grant  was 
exempt  from  taxation  on  the  ground  of  the  contingent  right 
of  pre-emption  was  not  tenable.  After  obtaining  title  the 
company  exercised  all  rights  of  ownership  and  could  claim  no 
exemption  from  taxation.  The  court  held,  however,  that 
with  regard  to  the  taxing  of  unpatented  lands  the  case  was 
otherwise.  The  company  did  not  obtain  even  an  equitable 
title,  nor  did  the  United  States  part  with  its  interest  in  the 
lands  until  the  required  fees  had  been  paid  and  all  other  neces¬ 
sary  conditions  precedent  had  been  complied  with.  The  com¬ 
pany  had  therefore  no  title  to  unpatented  lands  on  which  it 
had  not  paid  the  costs  of  surveying  and  other  small  incidental 
fees,  and  consequently  these  lands  were  not  subject  to 
taxation.34 


34  Union  Pacific  Railroad  Company  v.  McShane,  22  Wall.  444;  22  L.  Ed.  747. 
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The  effect  of  this  decision  was  to  place  a  premium  upon 
failure  to  comply  with  the  requirements  for  obtaining  patents. 
The  company  was  able  to  avoid  the  state  tax  by  applying  for 
patents  only  as  fast  as  its  lands  were  sold.35  Many  acres  of 
valuable  land  were  thereby  exempted  from  taxation.  The 
railroad  company  was  enabled  to  hold  a  great  land  grant,  to 
sell  it,  or  to  mortgage  it  according  as  its  interests  might  direct, 
and  yet  not  be  required  to  pay  taxes  upon  its  grant. 

In  1886  the  total  grant  to  the  Union  Pacific  was  estimated 
to  be  :36 


State  Acres  Granted  Acres  Selected  Down  to  May  26,  1886 

Nebraska  .  4,853,844  2,495,659.56 

Colorado  .  590,000  640.00 

Wyoming  .  5,016,000  79,682.03 

Utah  .  850,000  40,196.49 

Total  .  11,309,844  2,616,178.08 


The  above  figures  do  not  include  the  land  grant  of  the  Kansas 
Pacific  Railway  Company,  which  was  consolidated  with  the 
Union  Pacific  in  1880.  The  government  directors  reported 
that  the  company  estimated  the  value  of  its  lands  which  were 
still  unsold  at  the  close  of  the  year  1883  as  follows:37 


Agricultural  lands,  600,000  acres  at  $3 . $  1,800,000 

Grazing  lands,  7,700,000  acres  at  $1 .  7,700,000 

Coal  lands,  400,000  acres  at  $20 .  8,000,000 


Total . $17,500,000 


In  this  estimate  coal  lands  are  figured  at  the  price  at  which  the 
government  sold  coal  lands.  According  to  the  government 
directors’  report  for  1883,  their  value,  both  present  and  pros¬ 
pective,  far  exceeded  the  government  price. 

A  subsequent  decision  of  the  Supreme  Court  upheld  the 
company’s  right  to  disregard  the  pre-emption  clause  of  the  act 

35  Pac.  Ry.  Com.  Test.,  p.  1240,  testimony  of  Traffic  Manager  Kimball;  p.  1021. 
testimony  of  McAllister. 

33  Ibid.,  pp.  4250  ff.  letter  of  Land  Commissioner  Sparks  to  Secretary  of  the  Interior 
Lamar  (above  figures  on  pp.  4252,  4257). 

87  The  report  is  printed  as  House  Exec.  Docs.  No.  83,  48th  Cong.,  1st  sess. 
(serial  No.  2200)  (see  p.  44). 


THE  DECADE  FROM  1870-1880 


i 


ii  7 

of  1862.  A  man  named  William  H.  Platt  settled  upon  the 
company’s  land  and  attempted  to  exercise  the  right  of  pre¬ 
emption  by  tendering  the  company  the  pre-emption  price  of 
$1.25  per  acre.  The  company  refused  to  accept  his  tender. 
The  question  was  litigated,  and  on  April  21,  1879,  the  Supreme 
Court  rendered  a  decision  in  favor  of  the  company.  The  court 
held  that  the  land  grant  mortgage  “was  a  disposition  of  the 
lands  mortgaged  within  the  meaning  of  the  statute,  and,  con¬ 
sequently,  that  the  tract  of  land  claimed  by  the  complainant 
was  not  open  to  pre-emption  when  he  undertook  to  pre-empt 
it.”38 

Competition  with  the  Kansas  Pacific;  Early  Rate  Wars 

So  far  the  discussion  has  been  confined  to  the  main  line  of 
the  Union  Pacific  from  Omaha  to  Ogden.  Little  mention  has 
been  made  of  the  other  companies  named  in  the  acts  of  1862 
and  1864.  There  were  four  of  these  companies:  the  Kansas 
Pacific,  the  Central  Branch  Union  Pacific,  the  Central  Pacific, 
and  the  Sioux  City  and  Pacific.  Of  the  last  two  of  these  four 
roads,  it  is  sufficient  to  say  that  the  Central  Pacific  connected 
Ogden  and  San  Francisco,  and  the  Sioux  City  and  Pacific  con¬ 
nected  Sioux  City  and  Fremont,  Nebraska,  a  station  on  the 
main  line  of  the  Union  Pacific.  This  last-named  road  has  been 
of  little  importance  so  far  as  the  Union  Pacific  is  concerned, 
and  it  never  really  became  a  part  of  the  through  line,  as  it  had 
been  intended  it  should. 

The  Pacific  Railroad  Acts  provided  that  a  line  from  Kansas 
City  and  another  line  from  Atchison,  Kansas,  should  meet  100 
miles  west  of  Atchison,  and  proceed  to  a  junction  with  the 
Union  Pacific  at  the  hundredth  meridian,  that  is,  near  Fort 
Kearney.  These  two  proposed  lines  from  Atchison  and  Kansas 
City  were  respectively  the  Hannibal  and  St.  Joseph  Railroad, 
which  was  later  known  as  the  Central  Branch  Union  Pacific 
Railroad  Company,  and  the  Leavenworth,  Pawnee  and  West- 


u  Platt  v.  Union  Pacific  Railroad  Company,  gg  U.  S.  48;  25  L.  Ed.  424. 
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ern  Railway  Company.  The  name  of  the  Leavenworth, 
Pawnee  and  Western  road  subsequently  became  the  Union 
Pacific  Railway,  Eastern  Division,  and  still  later,  the  Kansas 
Pacific  Railway  Company. 

Later,  in  1866,  Congress  passed  an  act  which  permitted  the 
Union  Pacific  Railway,  Eastern  Division,  then,  that  is  to  say, 
in  1866,  known  as  the  Kansas  Pacific  Railway  Company,  to 
change  its  route  and  build  from  Kansas  City  to  Denver,  and 
to  form  a  junction  with  the  Union  Pacific  main  line  at  a  point 
not  more  than  50  miles  west  of  the  meridian  of  Denver.39 
This  company  received  the  same  land  grant  as  the  other  Pacific 
roads,  but  its  bond  subsidy  was  not  extended  beyond  the  first 
394  miles,  the  approximate  length  of  the  originally  proposed 
line  from  Kansas  City  to  the  intersection  of  the  Union  Pacific 
with  the  hundredth  meridian,  near  Fort  Kearney. 

The  Central  Branch  road  was  therefore  left  without  a  con¬ 
nection  with  the  Union  Pacific.  Its  line  was  built  from  Atchi¬ 
son  west  for  100  miles  and  there  it  stopped.  Its  management, 
it  seems,  attempted  to  secure  a  subsidy  for  extending  the  line, 
but  was  unsuccessful.  The  road  was  not  extended  and  so 
never  became  a  part  of  the  through  Pacific  system.  Under  the 
provisions  of  the  act  of  1866  the  Kansas  Pacific  built  its  line 
to  Denver.  The  link  from  Denver  to  Cheyenne  was  built  by 
the  Denver  Pacific  Railroad  and  Telegraph  Company,  a  sub¬ 
sidiary  corporation  of  the  Kansas  Pacific.  The  completion  of 
this  line  in  1870  connected  Kansas  City  and  Cheyenne. 

Like  the  Union  Pacific,  the  Kansas  Pacific  was  built  under 
a  number  of  construction  contracts  with  its  own  promoters  and 
directors  as  contractors.  The  entire  line  of  the  Kansas  Pacific 
lay  east  of  the  mountains,  and  its  construction  did  not  require 
any  difficult  or  expensive  engineering.  Yet  it  was  encumbered 
with  a  capitalization  nearly  as  heavy  as  that  of  the  Union 
Pacific.  Its  bonds  bore  high  rates  of  interest.  The  average 
annual  interest  per  mile  on  the  bonded  debt  of  the  Union 


89  14  Stat.  L.  79. 
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Pacific  was  $3,185.39;  the  average  annual  interest  per  mile  on 
the  bonded  debt  of  the  Kansas  Pacific  was  $2, 294. 71. 40  The 
entire  line  from  Kansas  City  to  Cheyenne  runs  across  the  open 
prairie,  while  one-half  of  the  Union  Pacific  line  passes  through 
mountains  and  deserts.  Since  approximately  20  millions  out 
of  70  millions,  or  two-sevenths  of  the  Union  Pacific  bonded 
debt  and  all  of  its  36  millions  of  capital  stock  outstanding  rep¬ 
resented  water,  the  above  comparison  of  the  relative  annual 
interest  charges  per  mile  of  the  two  roads  is  an  interesting  com¬ 
ment  on  the  financial  policy  of  the  builders  of  the  Kansas 
Pacific. 

So  far  as  it  bears  upon  the  history  of  the  Union  Pacific,  the 
financial  history  of  the  Kansas  Pacific  will  be  outlined  in  a 
later  chapter.  Some  mention  of  the  earlier  relations  of  the 
two  companies  belongs  properly  in  this  place.  The  statement 
that  during  the  seventies  the  Union  Pacific  enjoyed  a  monopoly 
of  the  western  transportation  business  requires  some  qualifica¬ 
tion;  for  the  Union  Pacific  and  the  Kansas  Pacific  were  com¬ 
petitors  for  a  considerable  volume  of  traffic.  By  the  act  of 
1862  it  had  been  provided  that  the  different  branches  of  the 
Pacific  railroad  were  to  be  operated  “as  one  continuous  line.” 
The  Union  Pacific  and  the  Kansas  Pacific  formed  one  con¬ 
tinuous  physical  line,  their  connection  being  at  Cheyenne.  But 
the  two  roads  were  operated  by  different  companies  having 
different  interests,  and  each  was  a  competitor  of  the  other  for 
through  business  between  the  Missouri  River  and  Cheyenne. 

The  Kansas  Pacific  was  dependent  upon  the  Union  Pacific 
for  its  western  outlet.  The  Union  Pacific  was  not  inclined  to 
make  through  traffic  agreements  upon  favorable  terms  with  a 
competitor.  For  some  years  these  two  roads  were  constantly 
at  war  over  the  question  of  the  prorate  on  through  shipments 
which  passed  over  the  Kansas  Pacific  line  and  the  line  of  the 
Union  Pacific  west  of  Cheyenne.  Traffic  from  Kansas  City 
to  points  west  of  Cheyenne  on  the  line  of  the  Union  Pacific 


40  Pac.  Ry.  Com.  Test.,  p.  4991,  reports  of  accountants. 
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moved  at  the  local  rate  from  Kansas  City  to  Cheyenne  plus  the 
local  rate  from  Cheyenne  to  its  destination.  Through  business 
passing  over  the  main  line  of  the  Union  Pacific  from  Omaha 
to  the  same  points  west  of  Cheyenne  generally  enjoyed  through 
rates  from  Omaha  to  its  destination.  The  Union  Pacific  man¬ 
agement  refused  to  prorate  through  rates  with  the  Kansas 
Pacific;  so  that  any  reduction  in  the  through  rate  which  the 
Kansas  Pacific  might  wish  to  make  in  order  to  meet  the  com¬ 
petition  of  the  line  from  Omaha  to  Cheyenne  was  borne  by  the 
Kansas  Pacific  alone. 

During  the  entire  period  of  its  history  as  an  independent 
line  the  Kansas  Pacific  Railway  was  hopelessly  insolvent.  Al¬ 
though  the  competition  of  the  Union  Pacific  and  its  refusal 
to  prorate  through  rates  had  an  injurious  effect  upon  the  Kan¬ 
sas  Pacific,  the  desperate  financial  situation  of  the  latter  road 
was  due  mainly  to  its  excessive  capitalization  and  to  poor 
management;  but  its  officials  attributed  its  condition  to  the 
refusal  of  the  Union  Pacific  to  prorate  the  rates  on  through 
shipments.  In  1874,  the  vice-president  of  the  Kansas  Pacific, 
Adolphus  Meier,  memorialized  Congress,  asking  for  federal 
legislation  to  compel  the  Union  Pacific  to  prorate.  The  dis¬ 
crimination  which,  according  to  Mr.  Meier,  was  so  ruinous  to 
the  Kansas  Pacific  may  be  understood  from  a  few  figures  in 
his  memorial  :41 


Freight  Rates  on  Three  Classes  of  Freight 
(In  cents  per  hundred  pounds) 

ist  Class  2nd  Class 


Through  rate,  Omaha  to  Ogden .  250  20 7^4 

Local  rate,  Cheyenne  to  Ogden .  219  191 

Difference  on  which  to  predicate  Kansas 
Pacific  rates  .  31 


Passenger  Rates 

ist  Class  Emigrant 


Through  rate,  Omaha  to  Ogden .  $54-00  $21.60 

Local  rate,  Cheyenne  to  Ogden .  46.50  46.5° 

Difference  .  7-5°  . 


3rd  Class 

165 

163 


2 


41  Sen.  Misc.  Docs.  No.  54,  43rd  Cong.,  ist  sess.  (serial  No.  1584).  It  is  not 
improbable  that  there  are  some  inaccuracies  in  Mr.  Meier’s  figures. 
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The  Union  Pacific  was  not  at  that  time  in  good  stand¬ 
ing  in  Congress.  The  Credit  Mobilier  investigations  of  the 
year  previous  were  still  fresh  in  the  minds  of  members,  and 
the  Kansas  Pacific  interests  found  Congress  in  a  receptive 
mood.  The  desired  legislation  was  obtained.  The  act  of 
June  20,  1874,  required  the  Union  Pacific  to  afford  other 
roads  included  in  the  Pacific  Railroad  Acts  “equal  advantages 
and  facilities  as  to  rates,  time,  and  transportation  without  any 
discrimination  of  any  kind  in  favor  of  or  adverse  to,  the 
road  or  business  of  any  or  either  of  said  companies.”42 

This  act  did  not  bring  to  the  Kansas  Pacific  the  desired 
relief.  The  Union  Pacific  evaded  it  and  continued  to  discrim¬ 
inate  against  its  rival,  notwithstanding  the  act.  Litigation 
likewise  brought  no  satisfaction  to  the  Kansas  Pacific.  The 
latter  road  attempted  to  bring  the  Union  Pacific  to  terms  by 
rate-cutting,  and  in  1874  there  was  a  rate  war  between  the 
two  companies.  Apparently  some  sort  of  truce  was  reached 
for  a  time  in  1875,  for  the  Union  Pacific  report  for  that  year 
mentions  the  establishment  of  harmonious  relations  with  the 
Kansas  Pacific.43  This  harmony,  if  indeed  it  existed  at  all, 
was  short-lived.  Fierce  competition  and  mutual  recrimination 
continued  for  several  years  more.  The  completion,  in  1877, 
of  the  Colorado  Central,  a  subsidiary  of  the  Union  Pacific, 
from  Cheyenne  to  Denver  enabled  the  Union  Pacific  to  com¬ 
pete  for  the  Colorado  traffic.  Competitive  rates  were  always 
low.  It  is  said  that  at  one  time  during  a  6  weeks’  rate  war  in 
the  early  spring  of  1878  the  Union  Pacific  carried  Colorado 
passengers  for  less  than  the  sleeping  car  fares  between  the 
points  affected  by  the  low  temporary  rates.  As  the  Kansas 
Pacific,  which  was  in  the  hands  of  a  receiver  after  1874,  made 
no  serious  attempt  to  meet  its  fixed  charges,  its  officers  could 
cut  rates  to  a  point  where  the  road’s  income  would  be  suffi¬ 
cient  only  to  meet  operating  expenses. 


42  18  Stat.  L.  hi.  ,  „ 

48  Annual  Report  of  the  company  for  1875,  p.  3- 
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Gould  Control  of  Both  Roads 

This  competition  between  these  companies  continued  un¬ 
til  some  time  in  the  year  1878.  It  could  have  only  one  effect 
so  far  as  the  stock  and  bond  values  of  the  Kansas  Pacific  were 
concerned.  The  securities  of  the  Kansas  Pacific  dropped  lower 
and  lower.  The  inference  that  must  be  drawn  is  that  Gould 
dictated  the  Union  Pacific’s  policy  toward  the  Kansas  Pacific 
in  order  to  injure  that  road  and  depress  its  securities,  and 
so  make  it  easier  for  him  to  obtain  control  of  it.  Whether 
or  not  this  was  his  purpose,  the  fact  is  that  in  1878  he  began 
investing  heavily  in  the  Kansas  Pacific’s  depreciated  securities. 
His  first  purchases  were  of  bonds,  but  later  he  and  several 
other  Union  Pacific  directors  acquired,  at  prices  in  the  neigh¬ 
borhood  of  12^4  cents  on  the  dollar,  a  controlling  interest  in 
the  10  millions  of  Kansas  Pacific  stock  which  was  outstand¬ 
ing.44  Sidney  Dillon,  the  president  of  the  Union  Pacific,  then 
became  president  of  the  Kansas  Pacific  as  well. 

The  personal  connection  with  the  Kansas  Pacific  of  the 
men  who  were  in  control  of  the  Union  Pacific  now  established 
friendly  relations  between  the  two  roads.  A  pool  was  agreed 
to,  under  the  terms  of  which  the  two  companies  were  operated 
in  harmony  with  each  other.  Competitive  business  was  divided 
between  the  two  companies  according  to  the  following  ratio  :45 

Per  Cent 


Union  Pacific  main  line .  72.858 

Union  Pacific,  Omaha  bridge .  02.776 

Colorado  Central  .  04.673 

Kansas  Pacific  and  Denver  Pacific .  19  693 


This  pooling  agreement  continued  in  force  until  the  two 
roads  were  consolidated,  in  1880.  The  events  which  brought 
about  this  consolidation  and  the  circumstances  under  which  it 
was  effected  form  the  subject  of  a  later  chapter. 

,  44  Pfc.  Ry-  Com.  Test.,  p.  1695,  testimony  of  John  P.  Usher;  pp.  460  ff.,  testimony 
ot  Gould.  Gould  s  testimony  as  to  the  manner  in  which  he  obtained  control  of  the 
Kansas  Pacific  is,  as  might  have  been  expected,  indefinite  and  evasive. 

46  Report  of  the  Government  Directors  for  1878  (serial  No.  3336,  p.  153). 
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DISPUTES  AND  LITIGATION  OVER  THE  INTEREST 

QUESTION 

Obligation  to  Repay  Interest  on  Subsidy  Bonds 

By  the  fifth  section  of  the  act  of  1862  it  was  provided  that: 

....  to  secure  the  repayment  to  the  United  States,  as 
hereinafter  provided,  of  the  amount  of  said  bonds  so  issued 
and  delivered  to  said  company,  together  with  all  interest 
thereon  which  shall  have  been  paid  by  the  United  States,  the 
issue  of  said  bonds  and  their  delivery  to  said  company  shall 
ipso  facto  constitute  a  first  mortgage  on  the  whole  line  of 
railroad  and  telegraph,  together  with  the  rolling  stock,  fix¬ 
tures,  and  property  of  every  kind  and  description,  and  in 
consideration  of  which  said  bonds  may  be  issued. 

The  words  “as  hereinafter  provided”  refer  to  the  reten¬ 
tion  of  the  companies’  earnings  on  government  transportation, 
and  to  the  clause  which  required  the  companies  to  pay  annually 
to  the  government  5  Per  cent  °f  their  net  earnings,  it  being 
intended  that  these  two  sums  be  applied  toward  the  extinguish¬ 
ment  of  the  companies’  debts  to  the  United  States. 

Did  this  provision  intend  that  the  company  was  to  pay 
the  interest  as  it  fell  due  semiannually,  or  was  the  provision 
to  be  interpreted  as  allowing  the  company  to  defer  its  interest 

payments  until  the  bonds  matured? 

The  debates  in  Congress  over  the  passage  of  the  act  of 
1862  indicate  that  it  was  expected  that  the  company  s  annual 
earnings  from  government  transportation  would  more  than 
suffice  to  meet  the  semiannual  interest  as  it  fell  due.  This 
expectation  was  not  entirely  groundless.  According  to  figures 
submitted  to  Congress  by  the  Secretary  of  War,  between  the 
years  1857  and  1861  the  cost  of  transportation  of  troops  and 

*23 
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munitions  of  war  alone  upon  the  western  plains  averaged  over 
$2,000,000  annually,  and  in  one  year,  1859,  amounted  to  over 
$4,250,000/  It  may  be  possible  that  in  these  figures  many 
large  items  were  not  taken  into  account  which  should  have 
been  taken  into  account;  for  the  statement  was  made  by  one 
member  of  Congress  that  the  total  cost  of  western  army  trans¬ 
portation  alone  was  in  the  neighborhood  of  $6,000,000  a  year.1 2 
It  was  estimated  that  western  postal  service  cost  the  govern¬ 
ment  $1,500,000  additional.  The  cost  of  transporting  such 
naval  supplies  as  were  carried  overland  during  these  five  years 
is  said  to  have  averaged  $48,351.08  a  year.3  On  the  other 
hand,  the  entire  interest  which  the  United  States  was  to  pay 
upon  the  subsidy  bonds  to  be  issued  under  the  act  of  1862, 
including  interest  on  a  proposed  bond  issue  which  was  never 
made  for  a  line  from  Sacramento  to  Portland,  Oregon,  was 
estimated  at  $3,892,080  annually.  Moreover,  the  prevailing 
opinion  was  that  for  many  years  the  Union  Pacific  and  Central 
Pacific  would  be  the  only  transcontinental  railroad,  and  would 
therefore  control  the  entire  western  traffic. 

When  the  act  was  passed  the  question  of  repayment  was 
a  relatively  unimportant  consideration.  Nevertheless  there 
were  a  few  congressmen  and  senators  who  raised  the  issue. 
Some  of  the  members  declared  that  the  government  could  not 
and  should  not  expect  repayment ;  while  others  demanded  that 
some  definite  provision  be  made  one  way  or  the  other,  lest 
the  payments  to  be  made  under  the  transportation  and  5  per 
cent  clauses  above  referred  to  should  fall  short  of  meeting  the 
semiannual  interest  on  the  bonds.  One  member  of  Congress 
expressed  the  opinion  that  it  was  not  necessarily  desirable 
that  the  interest  should  be  repaid;  but  that  it  was  a  primary 
consideration  that  the  rates  of  fare  be  moderate.4  A  proposed 
amendment  to  require  repayment  by  the  companies  of  the 


1  House  Exec.  Docs.  No.  80,  37th  Cong.,  and  sess.  (serial  No. 

Cong.  Globe,  37th  Cong.,  and  sess.,  p.  1578. 

8  Ibid. 

4  Ibid.,  p.  1891. 
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semiannual  interest  within  30  days  after  it  had  been  paid  by 
the  government  was  voted  down.6  Apparently  the  supposition 
was  that  the  transportation  of  government  supplies  over  the 
road  would  equal,  if  not  greatly  exceed,  the  semiannual  interest. 
One  member  of  the  House  of  Representatives  said : 

It  is  the  intention  of  the  bill  that  the  interest  shall  be  paid 
semi-annually  to  the  Government  ....  in  transportation ; 
but  if  the  transportation  does  not  meet  the  interest,  then  the 
Government  is  to  have  a  mortgage  on  the  entire  road  for  the 
full  amount  of  principal  and  interest.6 

Early  Congressional  Debates  over  Interest  Repayment 

After  the  road  was  completed,  its  annual  receipts  from 
government  transportation  were  found  to  be  entirely  inade¬ 
quate  to  repay  the  interest  on  the  bonds  as  it  became  due.  The 
company’s  earnings  from  this  source  fell  far  below  the  figures 
of  previous  estimates.  Railroad  rates  were  very  much  lower 
than  the  rates  which  had  formerly  been  paid  by  the  govern¬ 
ment  for  transportation.  The  necessity  for  maintaining  forts 
and  troops  to  police  the  plains  disappeared  rapidly  after  the 
railroad  was  built,  for  upon  the  completion  of  the  railroad 
the  problem  of  Indian  outbreaks  ceased  to  be  serious.  It  was 
therefore  no  longer  necessary  for  the  government  to  expend 
large  sums  for  transportation  in  the  course  of  its  campaigns 
against  hostile  tribes.  The  railroad’s  earnings  from  govern¬ 
ment  transportation,  even  at  the  relatively  high  tariff  rates 
which  then  prevailed,  repaid  but  a  small  portion  of  the  semi¬ 
annual  interest  on  the  subsidy  bonds. 

It  was  not  long  before  the  road’s  annual  shortage  attracted 
the  government’s  attention.  Government  officials  and  mem¬ 
bers  of  Congress  began  to  wonder  if  the  government  would 
ever  receive  back  its  money.  The  early  sentiment  which  had 
demanded  a  railroad  at  any  price  disappeared  after  the  road 
was  built,  and  after  the  Credit  Mobilier  investigations  many 


6  Ibid.,  p.  1911. 
•  Ibid.,  p.  1912. 
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people  began  to  look  upon  the  Pacific  railroads  as  great 
corporate  absorbers  of  public  property. 

In  December,  1870,  the  Attorney-General  of  the  United 
States  decided  that  the  Pacific  railroads  were  legally  bound 
to  repay  this  interest  semiannually  as  it  accrued,  and  that  by 
reason  of  their  failure  to  do  so  they  were  defaulting  debtors  to 
the  United  States  government.7  Relying  on  this  opinion  of 
the  Attorney-General,  Secretary  of  the  Treasury  Boutwell 
made  an  attempt  to  collect  a  portion  of  this  unpaid  interest 
by  issuing  an  order  that  thereafter  the  entire  sum,  and  not,  as 
theretofore,  one-half  of  the  sum  due  to  the  companies  for 
services  performed  for  the  government  be  withheld.  Down 
to  July  1,  1870,  the  government  had  made  interest  payments 
aggregating  $3,713,371.05  upon  the  bonds  issued  to  the  Union 
Pacific;  and  of  this  amount  the  Union  Pacific  had  repaid  but 
$1,289, 576.87. 8 

In  February,  1871,  when  the  Army  Appropriation  bill  was 
before  the  Senate,  Senator  Stewart,  of  Nevada,  proposed  a 
“rider”  directing  the  Secretary  of  the  Treasury  to  repay  to 
the  several  companies  the  amounts  he  had  withheld.  This  pro¬ 
posed  amendment  conformed  with  a  report  which  the  Judiciary 
Committee  of  the  Senate  submitted  to  the  Senate  on  February 
24,  1871.  This  committee  reported  that  the  companies  were 
under  no  legal  obligation  to  repay  interest  on  the  subsidy  bonds 
until  the  maturity  of  the  bonds,  and  that  the  Secretary  of  the 
Treasury  had  exceeded  his  authority  in  retaining  more  than 
one-half  of  the  compensation  due  the  companies  on  govern¬ 
ment  account.9 

This  Senator  Stewart  was  the  same  senator  who  had  two 
years  previously  made  an  attack  on  the  Union  Pacific  manage¬ 
ment,  and  who  had  charged  its  builders  with  having  defrauded 
the  government  out  of  many  millions  of  dollars  through  the 

7  13  Atty.  Gen.  Ops.  361. 

8  Report  of  the  Secretary  of  the  Treasury  for  1872,  pp.  41,  42,  House  Exec. 
Docs.  No.  2,  42nd  Cong.,  3rd  sess.  (serial  No.  1582). 

8  Senate  Report  No.  375,  41st  Cong.,  3rd  sess.  (serial  No.  1443). 
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Credit  Mobilier.  Stewart  was  a  representative  of  the  Central 
Pacific’s  interest.  He  had  made  his  former  attack  upon  the 
Union  Pacific  because  it  was  in  the  interest  of  the  Central 
Pacific  to  do  so.  Now  in  the  interest  of  the  Central  Pacific 
he  proposed  the  above  amendment  to  the  Army  Appropriation 
bill. 

Stewart’s  proposed  amendment  resulted  in  a  long  debate. 
Both  the  Union  Pacific  and  Central  Pacific  roads  were  at  this 
time  somewhat  embarrassed  financially,  and  it  is  extremely 
doubtful  whether  either  one  of  them  could  have  met  the 
interest  on  the  government  subsidy  bonds  in  addition  to  paying 
their  own  interest  obligations  upon  their  excessive  bond  issues. 
Senator  Stewart  had  so  worded  his  amendment  that  its  effect 
would  be  to  preclude  the  United  States  from  ever  attempting 
to  collect  this  interest,  even  after  the  companies  might  become 
able  to  meet  it.  There  was  force  to  the  argument  that  in  view 
of  the  great  national  benefits  which  resulted  from  the  road’s 
completion,  equity  and  justice  demanded  that  the  government 
should  voluntarily  forego  its  legal  rights  so  long  as  the  com¬ 
panies  were  still  poor ;  but  to  do  this  it  was  entirely  unnecessary 
that  the  government  should  permanently  surrender  its  right 
to  bring  suit  for  the  recovery  of  this  money  at  some  future 
time  when  the  companies  might  be  well  able  to  pay.  Senator 
John  Sherman,  of  Ohio,  urged  that  the  government  retain  at 
least  the  right  to  sue  for  such  interest  as  might  be  in  arrears. 
He  proposed  the  following  amendment : 

But  nothing  contained  in  this  section  shall  be  held  to  affect, 
change  or  impair  the  legal  right  of  the  United  States  to  the 
repayment  by  such  railroads  of  the  interest  paid  by  che  United 
States,  but  that  the  legal  rights  of  all  parties  in  respect  to 
said  interest  shall  be  determined  by  previously  existing  law.10 

The  merits  of  the  case  were  thus  summarized  by  Senator 
Sherman : 


10  Cong.  Globe,  41st  Cong.,  3rd  sess.,  p.  1778. 
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Let  the  men  engaged  in  this  enterprise  enjoy  whatever 
prosperity  they  have  growing  out  of  it.  I  do  not  wish  on  that 
account  to  surrender  a  legal  right  on  the  part  of  the  United 
States  to  reclaim  this  interest  when  the  companies  are  able 
to  pay  it;  and  I  say  that  as  a  question  of  moral  ethics,  as 
between  the  companies  and  the  United  States,  the  companies 
are  bound  to  pay  us  back  the  interest  as  soon  as  they  are  able 
to  do  it.11 

Senator  Sherman’s  proposal  in  a  somewhat  modified  form 
was  incorporated  into  the  Stewart  amendment.  Although  the 
Sherman  amendment  was  voted  down,  the  following  clause 
was  adopted  at  Sherman’s  suggestion  as  an  amendment  to 
the  Stewart  amendment :  “Provided,  That  nothing  herein  con¬ 
tained  shall  be  held  to  determine  the  legal  rights  of  the  sev¬ 
eral  parties,  or  give  construction  to  the  statute  aforesaid,  all 
of  which  are  to  be  left  for  future  adjudication.’’  The  “rider’’ 
as  thus  amended  was  passed  by  both  houses,  and  remained  in 
effect  for  two  years.12 

The  interest  question  was  again  raised  in  the  following 
Congress.  After  the  Credit  Mobilier  disclosures  early  in  1873, 
the  Pacific  railroads  had  few  friends  in  Congress.  The 
investigations  of  the  Poland  and  Wilson  Committees  had  con¬ 
vinced  members  of  both  houses  that  if  the  companies  them¬ 
selves  were  poor,  and  hard-pressed  to  meet  their  interest  obli¬ 
gations,  the  individuals  who  owned  them,  particularly  the  men 
who  managed  the  Union  Pacific,  had  made  millions  out  of 
the  construction.  At  the  close  of  the  year  1872  the  Union 
Pacific  was  over  5 y2  million  dollars  in  arrears,13  and  Congress 

11  Cong.  Globe,  41st  Cong.,  3rd  sess.,  p.  1782. 

12  Ibid.,  p.  1874;  16  Stat.  L.  525.  A  powerful  lobby  assisted  the  passage  of  this 
bill.  (See  Wilson  Report,  p.  XVII,  also  testimony  of  Cornelius  Bushnell  before  the 
same  committee,  and  that  of  General  Dodge  before  the  Pacific  Railway  Commission.) 
The  testimony  is  conflicting,  and  it  is  impossible  to  say  whether  a  sum  amounting  to 
$24,000  was  paid  by  Bushnell  to  Dodge  to  procure  the  passage  of  this  act,  or  whether 
it  was  for  Dodge’s  services  in  procuring  the  passage  of  the  act  of  1870,  which  authorized 
the  Union  Pacific  to  issue  bonds  on  its  proposed  Omaha  bridge  which  were  to  be  a  lien 
superior  to  the  government’s  lien  on  the  bridge  (16  Stat.  L.  430),  or  whether  it  was 
paid  in  the  course  of  a  private  speculative  transaction  regarding  Union  Pacific  stock. 
Dodge  says  the  money  represented  his  profit  and  Bushnell’s  loss  in  the  speculation; 
while  Bushnell  testified  that  the  sum  was  paid  for  Dodge’s  services  in  procuring  the 
passage  of  the  Omaha  Bridge  Act. 

13  Report  of  the  Secretary  of  the  Treasury  for  1873,  p.  45;  House  Exec.  Docs. 
No.  a,  43rd  Cong.,  1st  sess.  (serial  No.  1603). 


THE  INTEREST  QUESTION 


129 


felt  that  the  time  had  come  to  settle  the  question  of  interest 
payments.  In  February,  1873,  by  a  “rider”  to  the  legislative, 
executive,  and  judicial  appropriation  bill,  Congress  directed 
the  Secretary  of  the  Treasury  to  withhold  from  the  Pacific 
railroad  companies  all  payments  on  account  of  services  ren¬ 
dered  the  government,  but  authorized  any  one  of  the  companies 
to  bring  suit  in  the  Court  of  Claims  for  the  recovery  of  one- 
half  of  the  amount  thus  withheld.14  The  question  was  therefore 
referred  to  the  courts  for  settlement. 

Court  Decision  that  Interest  Not  Due  Until  Maturity  of 
Bonds 

Payments  were  accordingly  withheld.  The  Union  Pacific 
at  once  brought  suit  in  the  Court  of  Claims  to  recover  one-half 
of  the  sum  so  retained.  The  government  counter-claimed  for 
the  amount  of  interest  which  had  accumulated  since  the  bonds 
had  been  issued.  The  Court  of  Claims  decided  against  the 
government,  and  the  case  was  appealed  to  the  Supreme  Court 
of  the  United  States. 

In  October,  1875,  the  Supreme  Court  affirmed  the  decision 
of  the  Court  of  Claims.16  The  Supreme  Court  held  that  while 
under  the  acts  of  Congress  the  Union  Pacific  Railroad  was 
obliged  to  pay  principal  and  interest  of  the  United  States  bonds 
issued  to  aid  its  construction  at  their  maturity,  the  words  at 
maturity”  meant  at  the  maturity  of  the  bonds  when  the  princi¬ 
pal  fell  due.  The  company  was  not  required  to  pay  each  instal¬ 
ment  of  interest  as  it  accrued.  Said  the  court : 

The  words  “to  pay  said  bonds  at  maturity’’  ....  imply 
obviously  an  obligation  to  pay  both  principal  and  interest, 
when  the  time  fixed  for  the  payment  of  the  principal  has 
passed ;  but  they  do  not  imply  an  obligation  to  pay  the  interest 

as  it  accrues,  and  the  principal  when  it  is  due . It  is 

necessary  to  superadd  other  words  in  order  to  extend  the 
condition  so  as  to  include  the  payment  of  semi-annual  interest 


/ 


14  Cong.  Globe,  42nd  Cong.,  3rd  sess.,  pp.  826  ff. ;  17  Stat.  L.  508. 

14  United  States  v.  Union  Pacific  Railroad  Company ,  91  U.  S.  72;  23  L.  H-d.  224. 
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as  it  falls  due.  Neither  on  principle  or  authority  is  such  a 
plain  departure  from  the  express  letter  of  the  statute  war¬ 
ranted. 

The  language  of  the  statute  is  not  explicit.  The  law  was 
carelessly  drawn.  It  was  passed  at  a  time  when  the  problems 
of  the  war  demanded  constant  attention,  and  when  details 
were  not  likely  to  be  closely  scrutinized.  It  may  be  that  Con¬ 
gress  intentionally  left  the  act  obscure  in  order  to  postpone 
settlement  of  this  question  until  later.  The  Supreme  Court’s 
decision  settled  the  question  in  so  far  as  the  legal  side  was 
concerned.  The  court’s  interpretation  was  in  entire  accord 
with  the  language  of  the  statute  strictly  construed.  The 
statute  contains  no  provision  requiring  the  company  to  repay 
the  annual  interest  as  it  accrued,  according  to  the  tenor  of  the 
bonds. 

Commencing  on  July  I,  1875,  the  company  for  ten  years 
distributed  large  annual  dividends,  and  each  year  the  surplus 
remaining  after  the  payment  of  these  dividends  fell  very  far 
short  of  the  sum  which  would  have  been  needed  to  pay  the 
interest  on  the  government  subsidy  bonds.  This  was  a  wholly 
unjustifiable  diversion  of  the  company’s  property  from  the 
company’s  largest  creditor,  the  government,  to  the  stockhold¬ 
ers.  This  corporation,  which  maintained  a  dividend  rate  of 
6,  7,  and  8  per  cent  per  annum  upon  stock  which  had  originally 
been  issued  as  a  gratuity  should  have  met  its  interest  obliga¬ 
tions  to  the  government.  Even  if  the  justice  of  allowing  the 
company  to  postpone  payment  of  the  interest  until  the  bonds 
matured  be  conceded,  considerations  of  ordinary  moral  ethics 
required  the  company  to  make  some  adequate  provision,  by 
way  of  sinking  fund,  or  otherwise,  for  the  ultimate  redemption 
of  the  principal  and  interest,  instead  of  allowing  the  debt  to 
accumulate  while  at  the  same  time  it  was  distributing  its 
earnings  as  dividends. 

That  the  debt,  both  principal  and  interest,  would  ultimately 
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become  due  and  payable  the  company’s  officers  admitted.  That 
the  company  would  in  all  probability  be  unable  to  meet  this 
enormous  debt  at  maturity  seemed  also  perfectly  obvious  to 
everyone  and  was  admitted  by  the  company.  What  might 
happen  twenty  or  thirty  years  in  the  future  was  of  small  con¬ 
cern  to  the  men  who  were  then  in  charge  of  the  road.  If  we 
are  to  judge  from  outward  manifestations  and  from  results, 
Gould’s  policy  was  to  obtain  the  largest  immediate  return 
possible,  and  then  to  withdraw  from  the  company  while  there 
was  still  time.  This  purpose  was  assisted  by  the  careless 
manner  in  which  the  statute  incorporating  the  company  was 
drawn;  so  that  it  was  possible  to  postpone  the  payment  of 
the  road’s  interest  obligations  to  the  government  for  over 
twenty  years  and  thereby  increase  the  sums  available  for 
immediate  distribution. 

The  “Net  Earnings”  Case 

The  joint  resolution  of  April  io,  1869,  which  fixed  the 
junction  of  the  Union  Pacific  and  Central  Pacific  at  Promon¬ 
tory,  Utah,  had  provided  for  a  commission  of  five  “eminent 
citizens”  who  were  to  examine  and  report  upon  the  physical 
condition  of  the  roads,  and  whether  the  roads  had  complied 
with  the  clause  in  the  statute  requiring  them  to  be  “first-class 
roads.”  On  October  30,  1869,  the  “eminent  citizens”  had 
reported  that  certain  additional  expenditures  would  be  neces¬ 
sary  before  either  road  could  be  classed  as  a  first-class  road. 
In  order  to  insure  performance  of  the  recommendations  of 
the  “eminent  citizens,”  the  Secretary  of  the  Interior  ordered 
that  the  government  withhold  patents  to  one-half  of  the  land 
grant  until  the  companies  had  remedied  the  deficiencies  which 
had  been  reported. 

Another  commission  was  appointed  in  1874  to  examine 
both  roads  and  to  report  whether  the  companies  had  complied 
with  the  recommendations  of  the  earlier  commission.  In  the 
fall  of  that  year  the  new  commission  reported  that  “the  road 
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was  completed  as  required  by  law,  by  the  report  of  the  former 
commission,  and  to  comply  with  the  instructions  of  the 
Interior  Department,  October  i,  1874.”  The  Secretary  of 
the  Interior,  Mr.  Delano,  now  recommended  that  the  order 
withholding  land  patents  be  revoked.  This  order  was  accord¬ 
ingly  revoked  by  President  Grant  on  November  5,  1874.16 

The  act  of  1862  contains  the  following  clause  relative  to 
net  earnings :  “After  said  road  is  completed,  until  said  bonds 
and  interest  are  paid,  at  least  five  per  centum  of  the  net  earn¬ 
ings  of  said  road  shall  also  be  annually  applied  to  the  payment 
thereof.”  But  when  was  the  road  “completed,”  and  what  are 
“net  earnings”? 

The  United  States  government  claimed  that  the  Union 
Pacific  was  completed  when  the  last  subsidy  bonds  were  issued 
July  15,  1869. 17  Under  this  interpretation  the  company  was 
liable  for  5  per  cent  of  its  net  earnings  between  1869,  the  year 
when  the  last  subsidy  bonds  were  issued,  and  1874.  The  rail¬ 
road  company,  however,  claimed  that  the  government’s  refusal 
to  issue  patents  for  a  portion  of  the  land  grant  until  the  road 
had  been  completed  according  to  the  standard  set  by  the 
“eminent  citizens”  was  an  admission  by  the  government  that 
the  road  was  not  a  “completed  road”  at  the  time  of  their  report. 
The  second  commission  had  reported  that  the  Union  Pacific 
was  completed  according  to  the  Government’s  requirements  on 
October  1,  1874,  and  the  company  insisted  that  this  date  was 
in  fact  the  date  of  the  road’s  completion;  although  regular 
through  trains  had  been  running  on  its  line  ever  since  May, 
1869. 

In  one  sense  it  may  be  questioned  whether  a  railroad  is  ever 
completed.  Repairs,  renewals,  improvements,  and  new  con¬ 
struction  are  constantly  necessary.  The  Union  Pacific  Rail¬ 
road  was  sufficiently  completed  in  1869  to  permit  the  company 
to  receive  the  entire  bond  subsidy,  and  as  each  20-mile  section 

18  House  Misc.  Docs.  No.  132,  44th  Cong.,  1st  sess.  (serial  No.  1702),  P*  I0> 
footnote. 

17  Ibid.,  p.  10. 
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of  the  road  was  constructed,  the  company’s  officers  made 
affidavit  that  the  section  was  completed  according  to  the 
requirements  of  the  law.  Between  1869  and  1874  the  com¬ 
pany  made  applications  for  some  of  the  land  patents  which 
had  been  withheld;  and  when  the  road’s  managers  asked  the 
government  to  issue  land  patents  they  declared  that  their  road 
was  completed.  On  the  other  hand,  they  contended  that  the 
road  was  not  completed  within  the  meaning  of  the  law  which 
required  it  after  completion  to  pay  5  per  cent  of  its  annual 
net  earnings  to  the  government. 

There  was  an  inconsistency  in  the  government’s  position 
as  well.  The  lands  had  been  withheld  to  insure  the  road’s 
“completion.”  At  the  same  time  the  government  sought  to 
collect  5  per  cent  of  the  company’s  net  earnings  during  a  period 
when,  according  to  the  report  of  a  government  commission, 
the  road  was  not  a  “completed  road.”  This  apparent  incon¬ 
sistency  must,  however,  be  considered  in  connection  with  the 
fact  that  the  company’s  land  grant  mortgage  covered  the  entire 
grant,  patented  and  unpatented,  and  by  the  fact  that  the  com¬ 
pany  had  already  received  patents  for  as  many  lands  as  it 
could  conveniently  dispose  of.  The  company  suffered  no 
serious  inconvenience  by  reason  of  its  inability  to  obtain 
patents  to  the  entire  grant  until  after  1874. 

The  date  of  the  road’s  completion  was  not  the  only  ques¬ 
tion  upon  which  the  company  and  the  government  failed  to 
agree.  This  apparently  simple  clause  in  the  statute  which 
required  the  company  to  pay  annually  5  per  cent  of  its  net 
earnings  into  the  United  States  Treasury  failed  to  define  net 
earnings.  By  what  calculation  is  the  amount  of  a  corpora¬ 
tion’s  net  earnings  to  be  ascertained?  To  arrive  at  net  earn¬ 
ings  is  it  proper  to  subtract  fixed  charges,  that  is,  interest  on 
the  company’s  funded  debt,  from  the  sum  which  remains 
after  the  operating  expenses  have  been  paid?  Or,  since  the 
net  earnings  clause  in  the  act  of  1862  was  a  provision  for  the 
partial  liquidation  of  the  government’s  second  mortgage, 
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would  it  be  proper,  in  order  to  ascertain  the  amount  of  the 
Union  Pacific’s  net  earnings  which  was  subject  to  this  statu¬ 
tory  provision,  to  deduct  only  the  annual  interest  on  the  first 
mortgage,  and  not  to  subtract  interest  on  mortgages  subor¬ 
dinate  to  the  government’s  lien  ?  Or  does  the  phrase  ‘  net 
earnings”  denote  the  entire  sum  which  remains  after  paying 
operating  expenses  ?  What  new  construction  is  properly  paid 
for  out  of  earnings  and  what  may  be  properly  charged  to 
capital?  Did  net  earnings  in  this  case  include  the  half-earnings 
on  government  transportation  which  the  government  with¬ 
held?  Were  the  receipts  from  land  sales  to  be  taken  as  earn¬ 
ings  and  so  made  subject  to  the  provision  of  the  law,  and 
should  the  expenses  incidental  to  the  company’s  land  depart¬ 
ment  be  considered  as  a  part  of  the  operating  expenses? 

The  litigation  growing  out  of  the  Pacific  Railroad  Acts  of 
1862  and  1864  furnishes  excellent  illustration  of  the  compli¬ 
cations  and  disputes  which  so  frequently  result  from  the  failure 
of  legislators  to  define  terms  and  word  important  clauses  so 
as  to  leave  no  opportunity  for  doubtful  interpretation. 

It  required  the  decision  of  the  Supreme  Court  of  the 
United  States  to  determine  the  date  of  the  completion  of  the 
Union  Pacific  Railroad,  and  to  determine  what  was  meant 
by  the  term  “net  earnings.”  A  suit  commenced  by  the  govern¬ 
ment  in  the  Court  of  Claims  to  decide  these  questions  came 
eventually  before  the  United  States  Supreme  Court,  in  1878. 
On  January  27,  1879,  the  court  decided  this  case — commonly 
known  as  the  “net  earnings”  case — in  favor  of  the  govern¬ 
ment’s  contentions  on  all  principal  points.18 

The  court  held  that  the  road  was  completed  for  the  purpose 
of  this  5  per  cent  payment  when  it  had  been  so  reported  by  the 
company  and  accepted  by  the  government  for  the  purpose  of 
issuing  the  subsidy  bonds,  even  though  its  acceptance  had  been 
provisional  and  security  had  been  required  for  remedying 
deficiencies  in  its  construction.  Since  the  company  had  from 


18  Union  Pacific  Railroad  Company  %>•  United  States,  99  U.  S.  4oa>.  35  k*  Ed.  374* 
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time  to  time  declared  sections  of  the  road  complete  as  the  work 
progressed,  and  inasmuch  as  it  had  received  the  subsidy  bonds 
to  be  issued  upon  its  completion,  it  was  estopped  to  deny  that 
the  road  was  completed.  Therefore  the  company  was  liable 
for  5  per  cent  of  its  net  earnings  during  the  years  from  1869 
to  1874.  Five  per  cent  of  the  aggregate  net  earnings  during 
these  years  amounted  to  $1,040,056.29,  and  judgment  for  this 
sum  was  rendered  in  favor  of  the  government. 

The  term  “earnings”  was  declared  by  the  court  to  include 
all  the  receipts  of  the  company  arising  from  its  operations  as 
a  railroad.  Receipts  from  land  sales  were  not  to  be  included, 
nor  fictitious  receipts  from  the  transportation  of  its  own  prop¬ 
erty.  The  net  earnings  of  a  railroad  corporation,  the  court 
held,  are  to  be  ascertained  by  deducting  from  the  gross  earn¬ 
ings  all  ordinary  expenses  of  organization  and  of  operating 
the  road,  and  all  expenditures  made  bona  fide  in  improvements 
which  are  paid  for  out  of  earnings  and  not  by  the  issue  of 
bonds  or  stock.  To  arrive  at  net  earnings,  interest  on  the 
bonded  debt  should  not  be  deducted,  as  such  .interest  is  more 
in  the  nature  of  a  dividend  upon  the  capital  invested.  The 
court  held,  however,  that  as  the  government’s  lien  was  sub¬ 
ordinate  to  that  of  the  first  mortgage  bondholders,  interest 
upon  the  first  mortgage  took  precedence  of  the  government’s 
claim  for  5  per  cent  of  the  road’s  net  earnings;  so  that  if  in 
any  one  year  the  net  earnings  should  be  insufficient  to  pay  both 
the  interest  on  the  first  mortgage  and  also  to  meet  the  govern¬ 
ment’s  5  per  cent  requirement,  the  government  would  be 
entitled  only  to  the  sum  remaining  after  interest  on  the  first 
mortgage  had  been  paid  in  full. 

The  court  disallowed  the  company’s  claim  to  have  the 
following  specific  items  subtracted  from  the  gross  earnings 
in  order  to  arrive  at  the  net  earnings  (the  figures  indicate  the 
amounts  expended  for  the  purposes  specified  from  November 
6,  1874,  to  November  5,  1875)  :19 


18  Union  Pacific  Railroad  Company  v.  United  States ,  99  U.  S.  402,  at  pp.  418  ff. 
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Discount  and  interest  upon  the  floating  debt. 
Expenses  of  land  and  town  departments 

Taxes  on  lands  and  town  lots . 

Interest  on  bonded  debt . 

Premium  on  gold  to  pay  coupons  •  •  •  . . 

Sinking  fund  requirements  to  extinguish: 

Omaha  bridge  bonds . 

Sinking  fund  mortgage  bonds. . 

Premium  on  Omaha  bridge  bonds  redeemed 
U.  S.  interest  half  transportation  accounts . 

Total . 


$  6i,545-I7 

141,482.34 

109,773-68 

3,392,392.26 

301,786.53 

47,000.00 

144,000.00 

12,513-32 

358,i93-39 

$4,628,686.69 


The  court  held  that  items  of  expense  for  permanent 
improvements  such  as  the  following  were  properly  chargeable 
to  earnings ;  station  buildings ;  shops  and  fixtures ;  equipment ; 
fencing ;  snow  sheds ;  engineering ;  bridging ;  car  shops ;  sheds ; 
roadway  and  track;  hotels;  tenements;  coal  sheds;  Omaha 
depot  and  general  offices;  real  estate;  water  works;  and  the 

company’s  rolling  mill  at  Laramie.  ^ 

From  a  superficial  view  it  would  seem  that  a  company  s 
net  earnings  afford  the  fairest  criterion  for  estimating  its 
ability  to  pay  taxes.  The  history  of  the  Union  Pacific  has, 
however,  demonstrated  the  impracticability  of  this  theory.  A 
thorough  trial  showed  the  weakness  of  this  arrangement 
whereby  the  government  levied  upon  the  company  an  annual 
contribution,  the  amount  of  which  was  to  be  fixed  according 
to  a  percentage  system  based  on  the  net  earnings.  The  deci¬ 
sion  of  the  Supreme  Court  in  the  net  earnings  case  settled 
a  number  of  points  in  dispute ;  but  it  by  no  means  put  an  end 
to  disagreements  and  litigation  over  this  subject.  As  will  be 
seen  later  on,  this  net  earnings  clause  resulted  in  continual 
disputes  as  fresh  questions  arose  from  time  to  time. 


Growing  Debts  of  the  Pacific  Railroads 

The  Supreme  Court’s  decision  in  the  interest  case,  in  1875, 
freed  the  Pacific  railroad  companies  from  the  necessity  of 
paying  either  principal  or  interest  of  their  debt  to  the  United 
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States  until  the  subsidy  bonds  matured.  After  this  decision 
was  announced,  the  question  naturally  arose  whether  the  com¬ 
panies  would  meet  their  obligations  to  the  government  when 
this  debt  became  due.  In  1875  it  was  but  twenty  years  before 
the  first  of  the  bonds  would  mature.  Men  who  were  con¬ 
versant  with  the  business  methods,  policy,  and  financial  condi¬ 
tion  of  the  different  Pacific  railroad  companies  had  good 
reason  to  doubt  the  ability  of  the  roads  to  pay  ultimately  their 
rapidly  growing  debts  to  the  government.  The  principal  of 
the  subsidy  bonds  issued  to  the  Union  Pacific  amounted  to 
$27,236,5 l2.  Simple  interest  on  this  sum  for  30  years  at  6 
per  cent  would  amount  to  $49,025,721.60;  so  that  when  the 
bonds  should  mature  the  Union  Pacific  would  owe  the  govern¬ 
ment  the  enormous  sum  of  $76,262,233. 60,  except  so  much 
thereof  as  might  be  reduced  by  the  payment  of  5  per  cent  of 
the  company’s  annual  net  earnings,  and  by  one-half  of  the 
compensation  due  the  company  each  year  on  government 
account. 

Though  the  company’s  earnings  at  this  time  were  large 
enough  to  enable  it  to  distribute  liberal  dividends  upon  stock 
which  represented  no  money  investment,  it  was  making  no 
voluntary  provision  for  meeting  ultimately  its  debt  to  the 
government.  In  justice  to  the  company  it  must  be  said,  how¬ 
ever,  that  its  president,  Dillon,  offered,  in  1875,  to  establish 
in  the  United  States  Treasury  a  sinking  fund  to  retire  the 
company  s  debt  to  the  government,  and  to  pay  toward  this 
fund  the  sum  of  $500,000  annually.20  For  some  reason  this 
proposition  was  not  accepted  by  the  government;  yet  nothing 
prevented  the  company  from  establishing  of  its  own  volition 
a  sinking  fund  for  this  purpose. 

This  was  the  only  occasion  when  the  company’s  officials 
manifested  any  desire  to  make  provision  for  the  payment  of 
this  debt,  and  with  this  one  exception,  their  policy  throughout 

nf  fDlI1°a  t0  the  Secretary  of  the  Treasury,  printed  in  the  annual  report 

01  the  company  for  1874,  p.  30.  v 
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seemed  to  be  to  get  all  they  could  out  of  the  road  and  then 
abandon  it  to  a  foreclosure  sale.  The  government  s  hen  had 
been  made  subordinate  to  the  lien  of  the  first  mortgage.  With¬ 
out  assuming  this  prior  mortgage  the  government  ^  «ot 
itself  take  over  the  road  when  the  subsidy  ™ 

apart  from  the  considerations  of  expediency  which  such  a 
radical  step  might  involve.  In  the  seventies 
very  doubtful  whether  a  foreclosure  sale  would  b  *  J 
mofe  than  would  be  enough  to  satisfy  the  first  mortgag  . 
Conditions  had  changed  materially  from  what  they  were  in 
the  sixties.  Prices  had  gone  down,  and  Bessemer  steel 
were  very  much  cheaper  than  the  iron  rails  used  in  the  first 
construction  of  the  Union  Pacific.  In  the  late  seventh- 
roads  on  the  western  plains  cost  no  more  than  about  $25,000 
a  mile  Jay  Gould  himself  once  declared  that  in  1880  he 
“could  build  a  road  for  $15,000,000  from  Omaha  to  Ogden 
as  °ood  as  one  that  was  mortgaged  for  $75,000,000.  Gou 
statement  seems  greatly  exaggerated;  however,  it  was  gener¬ 
ally  supposed  at  this  time  that  there  was  not  the  remotest 
possibility  that  the  road  could  be  sold  for  enough  to  satis  y 
both  the  first  mortgage  debt  of  over  $27,000,000  and  the 
$76,000,000  of  principal  and  interest  due  the  government 
the  road  should  be  sold  under  foreclosure  it  would  probably 
fall  into  the  hands  of  first  mortgage  bondholders.  It  wa 
rumored  that  many  of  the  company’s  officers  and  prommen 
stockholders  held  large  amounts  of  the  first  mortgage  bond 
and  that  these  bondholders  were  deliberately  planning 
such  steps  as  would  result  eventually  in  foreclosing  the  gov¬ 
ernment  out  of  its  lien.  Whether  this  rumor  had  any  founda¬ 
tion  is  doubtful,  but  it  seems  to  have  had  an  effect  in  shaping 

opinions  on  this  question.  .  ,• 

In  1876  the  net  earnings  question  was  still  m  htigat  >  , 

as  well  as  the  government’s  right  to  recover  5  per  cent  of  the 

company’s  net  earnings  during  the  years  from  1869  to  i»74- 


21  pac.  Ry.  Com.  Test.,  p.  510,  testimony  of  Gould. 
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The  interest  which  the  government  paid  on  the  bonds  issued 
to  the  Union  Pacific  amounted  each  year  to  $1,634,190.72. 
Between  1867  and  1875,  inclusive,  the  Union  Pacific  had  in 
no  year  repaid  more  than  about  one-third  of  this  sum.  In 
one  year,  1871,  the  amount  so  repaid  reached  the  sum  of 
$529,025.82,  and  in  two  other  years,  1868  and  1875,  the 
amount  exceeded  $400,000.  In  1873,  only  $187,621.87  was 
repaid.  During  these  nine  years  the  government  paid  out  as 
interest  on  the  subsidy  bonds  the  sum  of  $12,701,420,  of 
which  the  company  repaid  but  $3,996,779,  leaving  an  unpaid 
balance  of  $8, 704, 641. 22 

This  account  was  extremely  discouraging.  It  was  clear 
that  transportation  earnings  would  repay  only  about  one- 
fourth  of  the  interest  and  none  of  the  principal.  The  addi¬ 
tion  of  5  per  cent  of  the  company’s  net  earnings  did  not  greatly 
improve  the  situation.  The  amount  which  would  be  repaid 
under  the  5  per  cent  clause  for  the  entire  period  from  Novem¬ 
ber  6,  1869,  to  October  31,  1874,  if  the  government  won  the 
net  earnings  case  then  pending,  as  it  afterwards  did,  was  only 
$i,040,c>56.29.23  For  the  years  1874  and  1875  the  company’s 
report  to  the  government  shows  the  following  figures  :24 

Year  Net  Earnings  5  Per  Cent  Thereof 

1874  $5,156,970.99  $257,848.04 

1875  6,148,365.67  307,418.28 

The  total  amount  due  the  government  on  the  net  earnings 
account  from  1869  to  I^75>  inclusive,  was  only  $1,399,934.90. 
The  entire  amount  repaid  by  the  company  annually,  including 
both  5  per  cent  of  the  company’s  net  earnings  and  one-half 
of  its  earnings  from  government  transportation,  averaged  only 
about  $600,000  or  $700,000,  or  a  little  over  one-third  of  the 
annual  interest  which  was  paid  by  the  government.  Down  to 

22  House  Misc.  Docs.  No.  132,  44th  Cong.,  1st  sess.  (serial  No.  1702),  p.  8.  The 
exact  figures  appear  unattainable.  The  table  set  forth  in  Sen.  Docs.  No.  10,  Pt.  1, 
55th  Cong.  1st  sess.  (serial  No.  3359),  P-  39,  gives  somewhat  different  figures  and 
gives  the  balance  due  Jan.,  1876,  at  $8,621,715.24. 
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the  early  spring  of  1876  the  company  had  actually  repaid  less 
than  $4,ooo,ooo.25 

The  Thurman  Act 

It  was  therefore  plain  that  unless  something  was  done 
immediately,  the  government  was  in  danger  of  losing  the  large 
sum  which  would  ultimately  become  due.  On  March  i,  1876, 
the  House  of  Representatives  passed  a  resolution  directing 
the  Judiciary  Committee  to  inquire  into  the  Pacific  railroad 
situation  and  to  report  what  legislation  was  necessary  in  order 
to  secure  indemnity  to  the  United  States  for  its  advances  to 
the  various  Pacific  railroad  companies.26  The  inquiry  was 
conducted  by  a  subcommittee  of  two  members,  one  a  northern 
Republican,  and  the  other  a  southern  Democrat.27  Their  re¬ 
port,  which  was  submitted  to  the  House  on  March  13,  1876, 
proposed  a  bill  requiring  each  of  the  Pacific  railroad  companies 
to  pay  annually  into  the  United  States  Treasury  toward  a  sink¬ 
ing  fund,  such  a  reasonable  sum  as  the  Secretary  of  the  Treas¬ 
ury  should  deem  proper.  This  sum,  which  was  to  be  in 
addition  to  the  amounts  to  be  paid  under  the  existing  statutory 
requirements  in  regard  to  transportation  and  net  earnings, 
was  to  be  invested  in  bonds  of  the  United  States. 

Later  during  the  same  session,  the  House,  on  July  7>  *876, 
passed  a  bill  embodying  these  suggestions,  by  the  overwhelm¬ 
ing  vote  of  159  to  9.28  This  bill  proposed  to  withhold  all 
transportation  earnings  and  to  require  the  Union  and  Central 
Pacific  railroads  each  to  pay  into  the  Treasury  of  the  United 
States  the  sum  of  $750,000  annually  for  ten  years  and 
$1,000,000  each  year  thereafter,  in  addition  to  the  amounts 
to  be  paid  under  the  5  per  cent  requirement.  The  annual 
amounts  to  be  so  turned  over  to  the  United  States  were  to  be 

» House  Misc.  Docs.  No.  13a,  44th  Cong.,  1st  scss.  (serial  No.  170a),  p.  8. 

28  Cong.  Record,  44th  Cong.,  xst  sess.,  p.  1393-  r 

27  The  members  of  the  subcommittee  were  Representatives  Hunton  and  Law  rence. 
Both  these  men  were  members  of  the  subcommittee  which  in  the  same  spring  investi¬ 
gated  Tames  G.  Blaine’s  alleged  improper  connection  with  the  Union  Racihc. 

28  Cong.  Record,  44th  Cong.,  1st  sess.,  p.  4465- 
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invested  in  United  States  bonds,  interest  on  this  investment 
to  accrue  to  the  benefit  of  the  companies.  The  bill  also  pro¬ 
hibited  the  companies  from  paying  dividends  when  these 
annual  payments  were  in  default.  The  sinking  fund  and  its 
accretions  were  to  be  used  to  pay  off  the  companies’  debts 
to  the  government  when  the  subsidy  bonds  should  mature. 

In  the  Senate  this  bill  never  made  any  appearance  out  of 
the  committee  to  which  it  was  referred;  but  on  July  12,  1876, 
Senator  Thurman  of  Ohio  reported  from  the  Judiciary  Com¬ 
mittee  a  substitute  bill  which  differed  from  the  House  bill  in 
one  important  particular.29  Instead  of  requiring  the  com¬ 
panies  to  pay  a  fixed  sum  each  year,  Senator  Thurman’s  bill 
required  the  Union  Pacific  and  Central  Pacific  each  to  pay 
annually  into  the  United  States  Treasury  25  per  cent  of  their 
net  earnings;  neither  company,  however,  was  to  be  compelled 
to  pay  more  than  $1,500,000  in  any  one  year.  The  retention 
of  the  percentage  feature  was  probably  designed  to  enable  the 
government  to  share  in  the  benefits  of  the  steadily  increasing 
net  earnings  of  each  company. 

This  bill  was  the  subject  of  many  debates  in  the  Senate, 
but  it  failed  to  pass  the  forty-fourth  Congress.  Senator  Thur¬ 
man  again  introduced  his  bill  in  the  following  Congress.  After 
a  long  debate  and  some  changes  it  finally  passed  both  houses, 
and  on  May  8,  1878,  it  was  signed  by  President  Hayes. 

The  Thurman  Act,  so-called,  was  one  of  the  most  import¬ 
ant  of  the  numerous  statutes  which  relate  to  the  Pacific  rail¬ 
roads.  As  finally  passed  it  provided,  in  substance,  that  :30 

1.  For  the  purpose  of  calculating  the  companies’  annual 
percentage  payments,  net  earnings  were  defined  as  the  amount 
remaining  after  deducting  the  necessary  expenses  of  operating, 
together  with  the  interest  on  the  first  mortgage,  which  was  a 
lien  prior  to  the  lien  of  the  government’s  second  mortgage. 
This  definition,  it  will  be  observed,  differs  from  the  later 


20  Ibid.,  p.  4514. 
30  20  Stat.  L.  56. 


142 


HISTORY  OF  THE  UNION  PACIFIC 


decision  of  the  Supreme  Court  in  the  net  earnings  case,  in 
which  net  earnings  were  declared  to  include  interest  on  the 

first  mortgage. 

2.  The  entire  compensation  due  the  companies  for  services 
rendered  the  government  was  to  be  retained.  One-half  thereof 
was  to  be  applied  toward  the  liquidation  of  the  current  inter¬ 
est,  and  the  other  half  was  to  be  turned  into  the  sinking  fund 

provided  by  this  act. 

3.  A  sinking  fund  was  to  be  established  in  the  Treasury  of 
the  United  States,  and  was  to  be  invested  in  bonds  of  the 
United  States.  The  income  of  this  sinking  fund  was  to  be 
reinvested  in  the  same  manner.  In  making  these  investments 
the  Secretary  of  the  Treasury  was  left  to  use  his  own  discre¬ 
tion  as  to  which  series  of  United  States  bonds  were  to  be 
selected  for  this  purpose. 

4.  The  Central  Pacific  was  required  to  pay  annually  toward 
the  sinking  fund,  $1,200,000,  and  the  Union  Pacific  $850,000, 
or  so  much  thereof  as  would  make  the  sum  of  5  per  cent  of  the 
net  earnings,  plus  the  amount  of  transportation  retained,  plus 
the  additional  sum  required  to  be  paid  under  this  act,  amount 
in  all  to  25  per  cent  of  the  net  earnings  of  each  road.  No 
dividends  were  to  be  paid  while  these  annual  payments  to  the 
government  were  in  default. 

The  act  contained  a  number  of  additional  provisions  pro¬ 
viding  for  the  manner  of  its  enforcement  and  fixing  penalties 
and  forfeitures  for  non-compliance  with  its  requirements.  The 
only  companies  specifically  mentioned  in  the  act  are  the  Union 
Pacific  and  the  Central  Pacific.  In  1880,  the  Court  of  Claims 
held  that  this  law  did  not  include  the  other  three  Pacific  rail¬ 
road  companies  in  its  provisions;31  and  in  1885,  five  years 
after  the  Union  Pacific  and  Kansas  Pacific  were  consolidated, 
the  same  court  required  only  the  Union  Division  that  is,  the 
original  Union  Pacific  Railroad,  from  Omaha  to  Ogden,  to 


31  Kansas  Pacific  Railway  v.  United  States,  16  Ct.  Cl.  373. 
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comply  with  the  25  per  cent  requirement  of  the  Thurman  Act, 
although  the  court’s  opinion  on  this  point  is  not  wholly  clear.32 

The  financial  policy  of  the  Union  Pacific  during  the  seven¬ 
ties  had  demonstrated  the  fact  that  its  officials  could  not  be 
trusted  to  make  provision  of  their  own  accord,  by  way  of  a 
sinking  fund  or  otherwise,  for  the  ultimate  payment  of  the 
road’s  increasing  debt  to  the  government.  The  road’s  surplus 
earnings  which  remained  after  the  payment  of  operating  ex¬ 
penses,  fixed  charges,  and  such  expenses  for  new  construction 
and  branch  lines  as  were  paid  out  of  earnings,  were  distributed 
among  the  stockholders.  That  the  Thurman  Act  should  be 
viewed  with  favor  by  the  stockholders  and  directors  of  the 
Union  Pacific  was  not  to  be  expected.  Immediately  after  its 
passage  the  company  attacked  its  constitutionality,  and  began 
legal  proceedings  to  have  the  law  annulled.  The  company 
contended  that  the  act  contravened  four  fundamental  consti¬ 
tutional  rights ;  the  inviolability  of  vested  rights ;  the  obligation 
of  contract ;  the  prohibition  against  taking  private  property  for 
public  use  without  just  compensation;  and  the  right  of  a  pri¬ 
vate  person  not  to  be  deprived  of  his  property  without  due 
process  of  law.83  As  will  be  seen  later  on,  the  Thurman  Act 
proved  unsatisfactory  in  its  operation;  but  this  issue  had  no 
bearing  upon  the  constitutionality  of  the  act,  and  was  not  at 
this  time  raised  by  the  company. 

The  question  came  finally  before  the  Supreme  Court  of  the 
United  States,  in  March,  1879.  On  May  5>  i879>  a  decision 
against  the  company  was  handed  down.  The  court  held  that  :34 

1.  The  act  establishing  a  sinking  fund  in  the  Treasury  was 
constitutional. 

2.  That  act  did  not  deprive  the  Union  Pacific  Railroad 
Company  of  its  property  without  due  process  of  law  or  in 

32  Union  Pacific  Railway  Company  v.  United  States,  20  Ct.  Cl.  7 0. 

33  The  two  of  these  restrictions  last  named  are  embodied  in  the  Federal  Consti¬ 
tution;  the  inviolability  of  vested  rights  was  established  by  the  Dartmouth  College 
case.  ( Dartmouth  College  v.  Woodward,  4  Wheaton  518;  4  L.  Ed.  629).  There  is  no 
constitutional  inhibition  against  impairment  by  the  federal  government  of  the  obligation 
of  contracts. 

34  Sinking  Fund  Cases,  95  U.  S.  700;  25  L.  Ed.  496. 
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any  other  way  improperly  interfere  with  vested  rights,  but  was 
a  reasonable  regulation  promotive  of  the  interests  of  the  public 
and  the  corporators  alike. 

3.  The  fact  that  the  Secretary  of  the  Treasury  was  made 
the  sinking  fund  agent  and  that  these  funds  were  to  be  invested 
in  United  States  bonds  did  not  constitute  an  anticipation  of 
the  payment  of  the  debt  before  due,  and  therefore  contravene 
the  court’s  previous  decision  in  the  interest  case;  for  the  fund 
and  its  accumulations  belonged  to  the  company.  All  that  the 
act  provided  was  to  make  it  the  duty  of  the  company  to  lay 
by  a  portion  of  its  current  net  income  to  meet  its  debts  when 
they  should  fall  due,  and  in  this  way  prevent  the  current  stock¬ 
holders  from  depleting  the  treasury  for  their  own  benefit  at  the 
expense  of  those  who  should  come  after  them.  The  act  merely 
compelled  the  managers  to  do  what  they  ought  to  do  voluntarily. 

Apart  from  all  questions  of  law,  it  was  obviously  demanded 
by  every  rule  of  sound  finance,  as  well  as  of  good  morals,  that 
the  company  should  make  some  provision  for  meeting  its 
obligations  to  the  government.  To  be  sure  a  mortgagee  has, 
in  equity  at  least,  only  a  lien  upon,  and  not  title  to,  the  prop¬ 
erty  of  his  mortgagor ;  and  until  his  debt  becomes  due,  the 
creditor  cannot  ordinarily  interfere  with  the  debtor’s  manage¬ 
ment  of  his  own  property.  Nevertheless,  just  as  a  debtor  has 
no  legal  right  to  transfer  or  give  away  his  property  in  fraud 
of  his  creditor,  so  he  has  no  moral  right  to  deplete  his  resources 
in  such  manner  as  to  inflict  unnecessary  loss  upon  his  creditor. 
The  dividend  policy  of  the  Union  Pacific  weakened  its  treas¬ 
ury  and  consequently  injured  the  security  of  its  creditors.  A 
lower  dividend  rate  would  have  enabled  the  company  either  to 
meet  its  annual  interest  debt  to  the  government  as  it  accrued, 
or  to  make  adequate  provision  by  way  of  a  sinking  fund  for 
the  satisfaction  of  the  debt  at  maturity. 

The  question  of  the  practical  operation  of  the  Thurman 
Act  is  distinct  from  the  question  of  the  government’s  right 
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and  duty  to  require  the  establishment  of  a  sinking  fund.  The 
immediate  effect  of  the  act  was  to  compel  the  company  to  pass 
one  dividend  which  would  otherwise  have  been  payable  on  July 
1,  1 878,  and  to  compel  it  to  reduce  the  next  quarterly  dividend, 
in  October  of  the  same  year,  to  iy2  per  cent.  The  dividend 
rate  remained  at  this  figure  until  after  the  consolidation  of  the 
Union  Pacific  and  the  Kansas  Pacific,  in  January,  1880. 

The  Thurman  Act  did  not  satisfy  either  the  company  or 
the  government.  The  act  retained  the  unfortunate  feature  of 
the  earlier  acts  which  made  net  earnings  the  basis  for  deter¬ 
mining  the  company’s  annual  payments  to  the  government. 
The  sinking  fund  failed  to  produce  the  income  which  had 
been  anticipated,  on  account  of  the  high  premium  on  govern¬ 
ment  bonds.  Consequently  a  large  sum  of  money  was  so 
invested  that  it  yielded  only  a  little  over  2  per  cent  per  annum. 
The  Thurman  Act  served  to  increase  the  already  existing 

tendency  to  friction  between  the  government  and  the  railroad 
company. 

One  other  factor  should  be  mentioned  which  tended  to 
increase  the  mutual  antagonism  of  the  government  and  the 
company  during  the  decades  from  1870  to  1880  and  from 
1880  to  1890.  This  was  the  opportunity  which  was  open  to 
speculators  in  Congress  and  out  to  procure  the  introduction  of 
bills  and  resolutions  aimed  at  this  railroad  company,  not  for 
the  bona  fide  purpose  of  correcting  some  existing  abuse,  but 
m  order  to  depress  the  value  of  Union  Pacific  securities  in  the 
stocK  market,  or  to  levy  blackmail.  The  company  had  good 
reason  to  fear  these  “bear  raids”  in  Congress,  which  made  the 
situation  more  unsatisfactory.  A  regular  lobby  was  main¬ 
tained  at  Washington  to  take  care  of  such  threatened  attacks, 
as  well  as  to  forestall  the  possible  passage  of  bona  fide  “hostile 
legislation”  on  the  part  of  Congress.  The  general  situation 
was  so  manifest  that  Bryce  remarked  in  his  “American  Com¬ 
monwealth^  : 
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The  great  commercial  companies,  and  especially  the  great 
railroad  companies,  are  often  through  their  land  grants  and 
otherwise  brought  into  relations  with  the  Federal  Government. 
Bills  are  presented  in  Congress  which  purport  to  withdraw 
some  of  the  privileges  of  these  corporations,  or  to  establish 
or  favor  rival  enterprises,  but  whose  real  object  is  to  levy 
blackmail  on  these  wealthy  bodies,  since  it  is  often  cheaper 
for  a  corporation  to  buy  off  its  enemy  than  to  defeat  him 
either  by  the  illegitimate  influence  of  the  lobby,  or  by  the 
strength  of  its  case  in  open  combat.  Several  great  corpora¬ 
tions  have  thus  to  maintain  a  permanent  staff  at  Washington 
for  the  sake  of  resisting  legislative  attacks  upon  them,  some 
merely  extortionate,  some  intended  to  win  local  popularity. 

86  Bryce,  James,  The  American  Commonwealth,  London,  1887,  Vol.  I,  p.  IS1- 


CHAPTER  VII 


THE  KANSAS  PACIFIC  CONSOLIDATION 

Financial  Insolvency  of  Kansas  Pacific 

In  1870  the  Kansas  Pacific  Railway  Company,  in  conjunc¬ 
tion  with  the  Denver  Pacific  Railway  and  Telegraph  Company, 
had  completed  its  line  from  Kansas  City  to  Denver,  and  thence 
to  Cheyenne.  Although  the  entire  line  of  the  Kansas  Pacific 
lay  east  of  the  mountains,  and  although  its  construction  did  not 
require  difficult  or  expensive  engineering,  this  road  was  en¬ 
cumbered  with  a  capitalization  of  over  $65,000  per  mile.  This 
figure  is  considerably  higher  than  the  amount  at  which  the  level 
portion  of  the  Union  Pacific  was  capitalized;  it  is,  however, 
less  than  three-fourths  of  the  amount  of  capitalization  per  mile 
of  the  entire  Union  Pacific  line  from  Omaha  to  Ogden.  The 
financial  situation  of  the  Kansas  Pacific  Railway  during  its 
independent  history  may  be  properly  described  as  desperate. 
Recklessly  overcapitalized,  the  road  made  but  a  feeble  effort  to 
meet  its  fixed  charges.  It  was  “poorly  built  and  poorly  man¬ 
aged,”  says  one  authority.1  Its  books  and  records  apparently 
were  in  a  state  of  confusion.  In  1887  the  expert  accountant 
of  the  Pacific  Railway  Commission  pictured  its  situation  in 
forceful  language : 

Either  by  accident  or  design,  or  in  consequence  of  the 
continual  misfortunes  of  the  company,  the  books  unconsciously 
reflect  the  chaotic  character  of  the  management,  and  they 
never  appear  to  have  been  systematically  written  up,  so  that 
an  accurate  and  faithful  statement  of  the  actual  condition  of 


1  Stuart  Daggett,  Railroad  Reorganization,  Boston  and  New  York,  1908,  p.  225. 

147 


148 


HISTORY  OF  THE  UNION  PACIFIC 


the  corporation  year  by  year  could  be  ascertained  therefrom. 
....  During  the  fifteen  years  of  the  existence  of  the  line 
its  earning  power  was  smothered  by  heavy  and  constantly  in¬ 
creasing  interest  and  other  charges,  and  if  the  figures  which 
will  presently  be  presented  are  duly  considered,  it  will  be 
found  that  neither  the  Western  nor  the  Eastern  management 
deserves  any  credit  as  a  careful  conservator  of  the  company’s 
interests.3 

While  it  is  not  necessary  to  enter  upon  a  full  narrative  of 
this  road’s  early  history,  a  concise  outline  of  its  financial  affairs 
is  required  in  order  to  understand  its  later  relations  with  the 
Union  Pacific.  In  1873  the  Kansas  Pacific  defaulted  on  the 
annual  interest  on  its  first  mortgage,  and  subsequently,  in  1875, 
the  company  resorted  to  the  makeshift  of  funding  its  overdue 
interest.3  The  road  had  already  in  1874  gone  into  a  receiver¬ 
ship,  Carlos  Greeley  and  Henry  Villard  having  been  appointed 
receivers.  As  a  consequence  of  its  practically  bankrupt  con¬ 
dition,  its  securities  had  reached  a  very  low  ebb.  Its  stock, 
which  had  only  a  speculative  value,  was  quoted  on  the  stock 
exchange  at  figures  ranging  from  about  9  to  12  cents  on  the 
dollar. 

From  1867  to  1879,  inclusive,  the  net  earnings  of  the 
Kansas  Pacific  equaled  its  fixed  charges  in  only  two  years, 
1868  and  1874.  In  the  ten  years  of  the  decade  from  1870  to 
1880  its  nominal  fixed  charges  increased  from  $1,005,935.51 
to  $1,775,067.33,  and  in  one  of  these  years,  1876,  fixed  charges 
amounted  to  nearly  $2,000,000.  Net  earnings  during  the  same 
period  averaged  less  than  $1,000,000  a  year.  In  1870  there 
was  a  deficit  of  $790,689.21,  resulting  from  the  excess  of 
operating  expenses  over  gross  earnings.  With  this  one  excep¬ 
tion  every  year  showed  a  surplus  remaining  after  the  payment 
of  operating  expenses,  but  with  very  sharp  fluctuations.  The 
operations  of  the  company  during  the  thirteen  years  of  its  inde- 


*  Pac.  Ry.  Com.  Test.,  p.  4972,  reports  of  accountants. 

*  Ibid.,  p.  4976,  reports  of  accountants;  p.  135,  testimony  of  Artemas  Holmes. 
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pendent  existence  from  1867  to  1879,  inclusive,  may  be  thus 
summarized  :4 


Interest  on  the  funded  debt  from  1867  to  1879 .  $15,745,287.43 

Net  earnings  during  the  same  years .  9,220,218.10 

Deficlt  . ; .  $  6,525,069.33 

Interest  on  U.  S.  subsidy  bonds  unpaid .  4,805,703.09 

Total  deficit  for  thirteen  years .  $11,330,772.42 


Gould’s  Proposed  Pool  of  Kansas  Pacific  Securities 

Such,  then,  was  the  situation  of  the  Kansas  Pacific  Rail¬ 
way  at  the  close  of  the  year  1879.  In  ^78,  Gould  commenced 
making  large  purchases  of  the  depreciated  Kansas  Pacific 
bonds  and  stock.  By  1879,  he  had  acquired  $4,030,000  of 
stock  out  of  a  total  of  $10, 000, 000, 5  and,  as  has  already  been 
mentioned,  had  secured  control  of  the  management  of  the  road. 
Associated  with  Gould  in  the  Kansas  Pacific  management  was 
Russell  Sage.  A  number  of  Union  Pacific  directors — Sidney 
Dillon,  Elisha  Atkins,  F.  L.  Ames,6  and  several  others — ac¬ 
quired  small  amounts  of  Kansas  Pacific  stock  about  the  same 
time.  As  Gould  bought  Kansas  Pacific  he  parted  with  his 
Union  Pacific  holdings,  so  that  at  the  close  of  the  decade  his 
interest  in  the  Union  Pacific  was  very  much  less  than  his  inter¬ 
est  in  the  Kansas  Pacific. 


In  1878,  after  Gould  had  already  acquired  a  large,  but  not 

4  Pac.  Ry.  Com.  Test.,  p.  4975,  reports  of  accountants.  The  figures  for  the  13 
years  are  as  follows:  0 


Year 

1867 

1868 

1869 

1870 

1871 
187a 

1873 

1874 

1875 

1876 

1877 

1878 

1879 


Net  Earnings 

$  190,571.56 
495,230.61 
437,i63-7o 

— 790,689.31  (deficit) 
364,033.8  7 
1,041,904.30 
933,584.36 
1,344,867.36 
1,153,658.07 
457,553-69 

1,327,407.79 

909,456.75 

i,465,475-35 


®  Pac.  Ry.  Co.  Test.,  p.  463,  testimony  of  Jay  Gould. 
A  son  of  Oliver  Ames  and  a  nephew  of  Oakes  Ames. 


Fixed  Charges, 
Not  Including 
Interest  Due  U.  S. 
$  467.643.97 

364,371.03 

497,346.77 

1,005,935.51 

1,055,358.70 

1,190,143.30 

1,201,319.45 

*,33%,939-6i 

1,515,097.99 

1,924,214.61 
G 635, 731. 25 
1,774,219.91 

1,775,067.33 
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a  controlling  interest  in  the  Kansas  Pacific,  a  scheme  was  de¬ 
vised  by  Gould  and  several  other  large  security-holders  for  the 
reorganization  of  the  company.  It  was  proposed  that  the 
various  classes  of  securities  subordinate  to  the  first  mortgage, 
including  the  capital  stock,  be  pooled  and  converted  into  a  new 
stock  issue  at  a  certain  schedule  of  reduced  commutation  rates, 
according  to  the  market  value  of  each  class  of  security.7  The 
proposition  in  substance  was  to  substitute  a  new  stock  issue  of 
$4,855,300  for  the  total  outstanding  issue  of  stock  and  bonds 
subordinate  to  the  first  mortgage,  amounting  to  $I7>33°>35°- 
The  plan  fell  through  because  of  the  refusal  of  many  of  the 
security-holders  to  agree  to  it.8  Since  such  outstanding  secu¬ 
rities,  stock  and  bonds,  would  be  surrendered  to  the  pool,  and 
new  stock  in  the  approximate  ratio  of  48  to  173  would  be  given 
in  exchange  for  the  securities  surrendered,  and  since  the  secu¬ 
rities  of  those  who  refused  to  go  into  the  pool  remained  un¬ 
disturbed,  these  latter  securities  would  become  relatively  more 
valuable,  and  therefore  those  who  refused  to  agree  to  the  plan 
would  secure  an  unfair  advantage.  Undoubtedly,  too,  a  plan 
involving  the  surrender  of  securities  at  a  ratio  of  173  to  48 
was  not  looked  upon  with  favor  by  security-holders.  The  re¬ 
duction  of  the  securities  in  the  approximate  ratio  of  173  to  48 
involved  a  reduction  in  the  face  value  of  the  securities  from 
100  per  cent  to  about  27.7  per  cent,  and  this  reduction  was  no 
doubt  regarded  by  many  as  extraordinary  and  as  unjust  and 
unfair. 


1  Pac.  Ry.  Com.  Test.,  p.  165,  copy  of  plan.  The  plan  was  to  exchange  outstanding 


securities  as  follows: 

Par  Value  of 

Rate  of 

To  Receive  in 

Existing  Securities 

Exchange 

New  Stock 

Stock  . 

1 2l/2% 

$1,200,000 

Floating  debt  . 

par 

1,200,000 

Unsubordinated  income  bonds... 

50% 

113,500 

Subordinated  income  bonds . 

30% 

1,214,350 

Second  land  grant  bonds . 

50% 

527,500 

Arkansas  Valley  Railway  bonds. 

50% 

285,000 

Leavenworth  branch  bonds . 

50% 

315,000 

$17,330,350 

$4,855,350 

8  Pac.  Ry.  Com.  Test.,  p.  455,  testimony  of  Gould. 
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The  Kansas  Pacific  Consolidated  Mortgage 

Early  in  1879  Gould  bought  out  the  interest  of  certain 
large  stockholders  in  the  Kansas  Pacific  and  thus  acquired 
complete  control  of  the  road.  It  was  at  this  time  that  the 
change  in  the  Kansas  Pacific  board  of  directors  was  made 
which  has  already  been  referred  to,  whereby  the  men  in  control 
of  the  Union  Pacific  entered  the  management  of  the  Kansas 
Pacific.  The  former  plan  for  reducing  the  volume  of  Kansas 
Pacific  securities  was  abandoned,  and  Gould  and  his  associates 
developed  a  plan  for  converting  the  existing  securities  subordi¬ 
nate  to  the  first  mortgage,  but  not  including  the  stock,  into  a 
new  issue  of  consolidated  mortgage  bonds.  Gould,  in  explain¬ 
ing  this  plan  later,  advanced  the  specious  reason  in  support  of 
it  that  its  purpose  was  to  fund  the  existing  heterogeneous  mass 
of  securities  into  one  uniform  security,  so  as  to  make  a  saving 
in  both  the  annual  interest  charges  and  in  the  principal  of  the 
debt.9  The  plan  was  carried  out.  The  amount  of  this  consoli¬ 
dated  mortgage  was  $24,000,000.  Of  this  amount,  $18,000,000 
of  new  bonds  were  authorized  to  be  issued  immediately.  This 
new  issue  of  bonds  was  primarily  secured  by  a  mortgage  upon 
the  existing  property  and  lands  of  the  Kansas  Pacific  Railway, 
subordinate,  however,  to  the  existing  first  mortgages,10  the 
government’s  second  mortgage  upon  the  first  393  15/16  miles 
west  from  Kansas  City,  and  to  the  lien  of  such  bonds  of  exist¬ 
ing  issues  as  were  not  exchanged  for  the  new  bonds.  The 
securities  surrendered  and  certain  other  securities  in  the  Kansas 
Pacific  treasury* 11  were  deposited  in  trust  as  additional  col- 

“  Pac.  Ry.  Com.  Test.,  p.  456,  testimony  of  Jay  Gould. 

10  The  first  140  miles  west  from  Kansas  City  were  covered  by  the  “Eastern 
Division”  first  mortgage;  the  next  254  miles  to  the  394th  mile  post  were  covered  by 
the  “Middle  Division”  first  mortgage;  and  the  remainder  of  the  line  to  Denver  was 
covered  by  the  “Denver  Extension”  mortgage. 

11  These  securities  were  as  follows: 


Denver  Pacific  stock . $2,998,600 

Junction  City  and  Fort  Kearney  Railway  bonds .  820,000 

Junction  City  and  Fort  Kearney  Railway  stock .  720,000 

Arkansas  Valley  Railway  stock .  1,068,200 

National  Land  Company  stock .  93,800 

Kansas  Pacific  second  land  grant  mortgage  bonds .  395»ooo 


For  text  of  the  consolidated  mortgage  see  Sen.  Docs.  No.  10,  Pt.  3,  55th  Cong., 
1st  sess.  (serial  No.  3559),  p.  22. 
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lateral  to  secure  the  payment  'of  these  consolidated  mortgage 
bonds.  Jay  Gould  and  Russell  Sage  were  named  as  the  con¬ 
solidated  mortgage  trustees. 

The  stock  was  not  included  in  this  plan;  but  the  other  sub¬ 
ordinate  securities  were  exchangeable  for  this  new  security 
at  fixed  rates  of  commutation,  according  to  the  class  of  security 
surrendered.12  At  the  time  when  the  consolidated  mortgage 
was  made,  the  funded  debt  of  the  road,  not  including  the  gov¬ 
ernment  subsidy,  was  $27,727,350.  This  sum  included  three 
series  of  divisional  first  mortgage  bonds,  each  series  covering 
a  portion  of  the  line,  a  series  of  unsubordinated  income  bonds, 
a  series  of  subordinated  income  bonds,  two  series  of  land 
grant  bonds,  one  subordinate  to  the  other,  and  the  bonds  of 
three  branch  roads  which  were  guaranteed  by  the  Kansas 
Pacific.  In  addition,  there  were  $1,500,000  of  10  per  cent 
“funding  mortgage  bonds,”  and  $2,500,000  of  6  per  cent  cou¬ 
pon  certificates.13  These  two  securities  last  named,  aggregat¬ 
ing  $4,000,000,  represented  overdue  interest  which  had  been 
funded.  Interest  charges  upon  this  remarkable  collection  of 
bond  issues  amounted,  according  to  Gould’s  figures,  to 
$1,892,134.50,  while  the  annual  interest  charges  on  the  entire 
$24,000,000  consolidated  mortgages  would  be  $1,440, 000. 14 
Gould  declared  that  a  saving  therefore  of  $3,727,350  in  the 
principal  of  the  debt,  and  $452,134.50  in  interest  had  been 
effected.15 

Gould’s  figures  respecting  the  saving  which  was  made  by 
the  consolidated  mortgage  were  fairly  accurate;  his  statement, 
however,  conveys  the  impression  that  the  entire  Kansas  Pacific 


12  First  land  grant  mortgage  bonds  exchanged  at  par  for  new  consolidated  mortgage 
bonds  and  received  par  for  overdue  interest  warrants.  Overdue  interest  warrants  on 
the  first  mortgage  bonds  likewise  exchanged  at  par.  The  funding  mortgage  bonds 
exchanged  at  par  but  received  nothing  for  overdue  interest  warrants.  The  other 
securities  exchanged  at  the  same  percentages  which  had  been  fixed  under  the  former 
proposed  pooling  plan  for  exchanging  old  securities  for  new  stock.  Certain  details  of 
the  consolidation  mortgage  arrangement  are  not  clear. 

13  The  coupon  certificates  were  known  in  financial  circles  as  “baby  bonds.” 

14  Gould’s  estimate  of  the  annual  interest  charges  of  the  Kansas  Pacific  differs 
somewhat  from  the  results  arrived  at  by  the  accountants  of  the  Pacific  Railway  Com¬ 
mission. 

15  Pac.  Ry.  Com.  Test.,  p.  496,  testimony  of  Jay  Gould. 
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funded  debt,  including  the  first  mortgage  bonds,  was  converted 
into  consolidated  mortgage  bonds.  As  a  matter  of  fact,  the 
rst  mortgage  bonds  and  the  first  land  grant  bonds,  although 
entitled  to  exchange  for  consolidated  mortgage  bonds  at  par 
remained  undisturbed.16  Only  the  subordinate  securities  were 
actually  exchanged  for  new  bonds.  Of  the  total  debt  of  the 
road  aggregating  $27,737,350,-  $15,045,350  consisted  of 
onds  other  than  the  three  series  of  divisional  first  mortgage 
onds.  Of  this  amount  of  securities,  about  $11,500,000  had 
y  March,  1880,  been  converted  into  consolidated  mortgage 

*1?”  S>  .?/  the. autllorlzed  lssue  of  $18,000,000  of  new  bonds, 
here  had  been  issued  in  exchange  for  old  securities  surrendered 

and  were  outstanding  in  March,  1880,  $8,450,000  of  consoli¬ 
dated  mortgage  bonds.16  The  funded  debt  of  the  road  in 

larch,  1880,  not  including  the  government  subsidy,  was 
reported  as  follows  :19 


First  mortgage  bonds  aggregating* .... 
Consolidated  mortgage  bonds  outstanding 

Income  bonds  outstanding . 

Leavenworth  branch  bonds  outstanding. . 

First  land  grant  bonds . 

Second  land  grant  bonds  outstanding . 


$12,682,000 

8,450,000 

1,124,150 

492,000 

1,460,000 

350,000 


Total  funded  debt  outstanding .  $24,558  150 

$2,*4oTooo?  the5’ 'mmSTIM'  m?r,SgeWwasThfLE2‘oeS  DivisT  f<” 

mortgage  was  for  $6,379,000.  g  g  Wa  *°r  $4'o63»°oo;  the  Denver  Extension 


It  appears,  therefore,  that  the  total  funded  debt  of  the  Kansas 
acific  was  reduced  from  $27,727,350  to  $24,558,150,  and 
that  the  amount  of  the  reduction  was  $3,169,200.  Interest 
charges  amounting  to  about  $1,500,000  were  substituted  for 
interest  charges  of  something  over  $1,750,000. 


fn,i,l"dU?od"XcLgemforC’f„eh„'  the-first  mortgage  bonds  were  also 

letter.  The  first  mortgage ^  b^ndrwere  ho,wever’  remained  a  dead 

bonds,  and  no  first  mortgage  bondholder^  .^e  consolidated  mortgage 

bonds  for  consolidated  mortgage  bonds.  ercised  their  right  of  exchanging  their 

Is  ^ot  including  the  government  subsidy  or  the  floating  deht 
p.  541SC<— ,  and  Financial  Chronic^  tnve'torTslpple'n.en,  for  March,  ,88o 
10  Ibid.,  p.  54. 
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Some  reduction  was  therefore  effected  in  the  Kansas 
Pacific’s  fixed  charges.  The  amount  of  new  bonds  issued  in 
exchange  for  old  securities  was,  however,  considerably  in 
excess  of  the  amount  which  it  would  have  been  necessary  to 
issue  had  the  agreed  rates  of  commutation  been  observed  in 
every  case.  Testimony  taken  by  the  Pacific  Railway  Commis¬ 
sion,  in  1887,  is  very  confusing  on  this  point,  and  it  is  impos¬ 
sible  to  present  exact  figures ;  but  it  is  clear  that  the  exchange 
ratios  were  disregarded  in  a  number  of  instances.  Had 
these  ratios  been  observed  in  each  instance,  the  amount  of  con¬ 
solidated  mortgage  bonds  issued  at  this  time  to  retire  the  old 
securities  would,  at  a  liberal  estimate,  have  amounted  to  less 
than  $7,000,000,  instead  of  nearly  $8,500,000.  This  dis¬ 
crepancy  cannot  be  accounted  for  with  any  certainty.  It 
seems  that  for  some  unexplained  reason  $3>3^2^9  con" 
solidated  mortgage  bonds  were  issued  to  Gould  and  certain  of 
his  associates  in  exchange  for  their  holdings  of  old  securities 
at  a  very  much  higher  rate  of  exchange  for  the  old  bonds  than 
had  been  provided  in  the  consolidated  mortgage  plan.  The 
details  of  this  transaction  are  hazy  and  were  never  explained 
satisfactorily.  The  company  apparently  received  no  benefit 
for  the  difference  between  the  amount  of  new  bonds  actually 
issued  and  the  amount  which  should  have  been  issued  had  the 
old  securities  been  commuted  at  the  agreed  rates  of  exchange. 

Before  the  new  consolidated  mortgage  was  executed,  the 
Kansas  Pacific  was  bonded  at  the  very  high  figure  of 
$50,565.15  per  mile.  The  capital  stock  per  mile  amounted  to 
$14,710.25  additional,  so  that  the  total  capitalization  per  mile 
was  $65,275.40.  Notwithstanding  this  high  capitalization, 
the  physical  condition  of  the  road  was  poor.2”  One  of  its 
receivers,  Henry  Villard,  subsequently  said  that  the  road  was 

20  Pac.  Ry.  Com.  Test.,  p.  459,  testimony  of  Jay  Gould;  p.  974,  testimony  of  C.  F. 

21  Ibid.,  pp.  532-4,  testimony  of  Jay  Gould;  p.  778,  testimony  of  Elisha  Atkins. 

22  Ibid.,  p.  210,  testimony  of  Sidney  Dillon. 
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in  wretched  condition  and  was  an  “utterly  forlorn  railroad 
property.”23 


The  Denver  Pacific 

The  Kansas  Pacific  s  subsidiary,  the  Denver  Pacific,  was 
m  a  like  condition  of  chronic  insolvency.  Its  capital  stock, 
which  was  divided  into  40,000  shares  of  $100  each,  had  no 
value  whatever  except  for  purposes  of  control.  After  the 
consolidated  mortgage  was  executed,  29,986  shares  of  this 
Denver  Pacific  stock,  which  were  owned  by  the  Kansas  Pacific 
and  which  had  formerly  been  pledged  as  part  security  for  the 
Kansas  Pacific’s  issue  of  10  per  cent  funding  mortgage  bonds, 
were  now  deposited  with  Gould  and  Sage,  trustees,  as  part 
collateral  for  the  consolidated  mortgage  bonds.  In  1879, 
10,000  shares  of  Denver  Pacific  stock,  par  value  $1,000,000 
which  had  been  owned  by  Arapahoe  County,  Colorado,  were 
purchased  by  the  Kansas  Pacific  at  10  cents  on  the  dollar. 
It  does  not  appear  who  held  the  remaining  14  shares. 

In  1887,  the  accountant  of  the  Pacific  Railway  Commis¬ 
sion  reported  that  during  the  ten  years  from  1870  to  1879, 
inclusive,  this  Denver  Pacific  Company’s  net  earnings  aggre¬ 
gated  $1,412,664.17,  while  its  interest  obligations  for  the  first 
eight  years  of  the  decade  aggregated  $i,483,90346.24  For 
some  reason  which  is  not  explained,  the  same  report  gives  no 
figures  for  interest  charges  for  1878  and  1879.  In  1878  this 
roads  net  earnings  declined  from  $131,116.15,  the  figure  for 
the  previous  year,  to  $49,693.36;  and  the  following  year  they 
sank  still  lower.  In  only  three  years,  1873,  1874,  and  1875, 
did  net  earnings  come  up  to  the  interest  charges. 


24  ITT'  ^33,  testim°ny  of  Henry  Villard. 

Ibid.,  p.  4987,  reports  of  accountants.  The  figures  for  io  years  are  as  follows: 


..  Net  Interest 

rear  Earnings  Payments 

. $107,219.81  $138,535.25 

*°7i .  91,129.47  197,623.24 

j°72 .  197,378.47  197,432.52 

x°73 .  215,812.93  202,297.66 

4 .  242,846.08  187,335.22 


Year 

Net 

Interest 

Earnings 

Payments 

1875- • • • 

$196,680.96 

1876.  .  . . 

188,353.96 

1877.  . . . 

175,644.65 

1878. . .  . 
1879. • • • 
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Rejection  of  Gould’s  Proposal  of  Consolidation 

The  acts  of  1862  and  1864  authorized  any  two  or  more  of 
the  Pacific  railroads  to  consolidate.  In  the  late  fall  of  1879, 
Gould  proposed  to  the  leading  men  interested  m  the  Union 
Pacific  that  the  three  roads,  the  Union  Pacific,  the  Kansas 
Pacific,  and  the  Denver  Pacific,  be  consolidated.  He  sug¬ 
gested  that  a  new  corporation  be  formed  whose  capital  stock 
should  be  equal  to  the  sum  of  the  capital  stock  of  the  three 
constituent  corporations,  the  new  stock  to  be  issued,  dollar  for 
dollar,  in  exchange  for  the  old  stock  of  each  of  the  three 
constituent  companies. 

Gould  no  longer  held  a  controlling  interest  m  the  Union 
Pacific.  As  has  already  been  stated,  some  of  the  Union  Pacific 
directors  had  small  interests  in  the  Kansas  Pacific,  while 
others  were  not  connected  with  the  latter  company.  The  one¬ 
sided  proposition  made  by  Gould  did  not  commend  itself  to 
the  majority  of  the  Union  Pacific  board.  Gould’s  terms  were 
so  manifestly  unfair  that  his  suggestion  was  rejected.26  For 
the  Kansas  Pacific,  a  consolidation  with  a  dividend-paying 
property  was  highly  desirable.  For  the  Union  Pacific,  such 
a  consolidation  meant  a  further  increase  in  the  already  large 
volume  of  water  in  its  capitalization.  If  this  plan  were  carried 
out,  the  Union  Pacific  would  be  compelled  to  assume  the  heavy 
interest  obligations  of  the  two  other  roads,  and  the  stock  of 
the  Union  Pacific  would  be  increased  by  $14,000,000  of  paper 
capital  which  represented  no  value  whatever. 

Consolidation  upon  reasonable  terms  was  doubtless  ex¬ 
tremely  desirable  for  the  Union  Pacific,  the  Kansas  Pacific, 
and  the  Denver  Pacific.  Aside  from  the  incidental  benefits 
which  might  result  through  decreased  operating  expenses,  the 
geographical  situation  of  each  road  was  such  that  consolida¬ 
tion  was  likely  to  prove  equally  advantageous  to  the  three  com¬ 
panies.  For  the  Kansas  Pacific  and  Denver  Pacific  roads,  con- 


“  Pac.  Ry.  Com.  Test.,  pp.  703-4.  testimony  of  F.  Gordon  Dexter, 
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tToSati0ForTntTTn  °Ut'et  t0  ^  W6St  Under  ^vorable  condi- 
°  tF°r  the  Un,on  Paclfi^  consolidation  meant  an  end  to 
he  cut-throat  competition  which  had  at  times  forced  rates 
to  such  a  low  point  that  the  Colorado  business  could  not  well 

be  earned  at  a  profit.  To  be  sure,  Gould’s  interest  in  botli 

the  Union  Pacific  and  the  Kansas  Pacific  had  for  a  time 

the  Un  Pepe-fibUt  tHe  agreement  P°oling  ^e  traffic  between 
the  Union  Pac.fic  and  the  Kansas  Pacific  already  referred  to26 

might  cease  at  any  time,  especially  if  Gould  should  end  his 

lo“  rtWh  °ne  r°ad  °r  tHe  °ther’  °r  in  C3Se  h  shouId  "0 

relationsT  Befo  1^°  ^  6xistinS  ha™ious 

elations.  Before  the  Kansas  Pacific  could  be  classed  as  a 

but  after" aaffiPr°Perily’  '*  **  t0  reorganiZe  it; 

ter  a  thorough  reorganization  which  would  reduce  the 

volume  of  its  inflated  obligations  to  a  point  which  would  ap 

proximate  the  road’s  value  and  be  within  its  earning  capacity 

upon"!  f  n,°f  tHe  Uni°n  Padfic  and  the  Kansas  Pacific 
pon  a  fair  relative  valuation  of  the  constituent  companies 

would  probably  have  been  highly  beneficial  to  both  properties 

Gould  was  not  interested  in  such  a  consolidation  I  the 

ompames  were  to  be  consolidated  upon  his  terms,  he  would 

Union  P  T  T  311838  Padfic  f0r  dividend-paying 

bonds  wouldV  ^  and  'll5  ’arge  h°'dingS  of  Kansas  Pacific 
bonds  would  become  worth  par,  since  behind  them  would  be 

he  guaranty  of  the  Union  Pacific.  Gould  would  consent  to 

onso hdatmn  upon  no  other  terms  than  those  he  proposed 

Hopelessly  insolvent  as  the  Kansas  Pacific  was,  it  had  a 

v,Vlrl  pVe  P°Wer  WhlCh  fina'ly  forced  the  Union  Pacific  to 

but  not  a°dat0  ^  ^  Padfic  had  been  an  annoying 

but  not  a  dangerous  competitor,  for  its  desperate  financial 

Paclfi c  "feared  &  th  &  °"e  thing  the  Union 

cihc  feared— the  extension  of  the  Kansas  Pacific  to  Ogden. 

anTth  °WeVer’  G°Uld  and  Sage  controlled  the  Kansas  Pacific 
- _ 5  WCre  WeI1  able  t0  command  the  credit  necessary  to 


38  See  supra ,  p.  122. 
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finance  the  construction  of  a  separate  line  to  Ogden,  if  their 
should  so  direct.  I.  was  Gould's  threat  to  carry  out 
L  project  which  eventually  brought  the  Unton  Pacific  to 

terms. 

Gould’s  Threat  of  Competing  Line 

Upon  the  Union  Pacific’s  refusal  to  agree  to  h.s  plan  of 
consolidation,  Gould  at  once  announced  his  purpose  to  ex  end 
the  Kansas  Pacific  through  Colorado  by  way  of  the 
Pass  to  Ogden. 27  If  he  did  this  he  would  have  control  of 
through  line  from  the  Missouri  River  to  the  eastern  terminus 
of  the  Central  Pacific  at  Ogden.  From  Colorado  to  the  Mis 
souri  River  the  Union  Pacific  had  already  been  forced  o  m 
the  competition  of  a  road  which  did  not  meet  all  of  its  fixed 
charges  and  could  therefore  reduce  its  rates  to  a  very 
figure  If  the  Kansas  Pacific  had  its  own  outlet  to  g  en  an 
the  Pacific  Coast,  it  would  become  a  much  more  dangerous 
competitor  than  it  had  theretofore  been.  The  construction  o 
new  railroads  west  of  the  Missouri  River  was  already  begin¬ 
ning  to  affect  the  Union  Pacific,  and  competition  was  becom¬ 
ing  constantly  more  severe.  The  Burlington,  the  Northwest¬ 
ern,  and  other  companies  were  building  westward,  and  the 
Denver  and  Rio  Grande  line  to  Ogden  was  nearing  completion 
in  the  fall  of  1879.  The  beginning  of  the  end  of  the  Union 
Pacific  monopoly  had  already  commenced,  and  the  Union 
Pacific  people  were  naturally  alarmed  at  this  possible  additiona 
competition  of  the  Kansas  Pacific  between  Denver  and  Ogden. 

Gould’s  plan  was  threatened  by  the  expansion  policy  of  the 
Missouri  Pacific.  This  road  connected  Kansas  City  with  the 
east.  To  forestall  the  competition  which  would  result  from  its 
westward  extension,  Gould  bought  a  controlling  interest  m 
it,  in  November,  1879. 28  The  possession  of  this  road  gave 


*7  Pac.  Ry.  Com.  Test.,  p.  5«5y  testimony  of  Jay  Gould, 
as  Ibid.,  p.  509,  testimony  of  Gould. 
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Gould  control  of  a  line  reaching  from  St.  Louis  to  Cheyenne 
efore  the  end  of  the  year  1879,  Gould  strengthened  his 
gnp  on  the  western  radroad  situation  by  purchasing,  in  a  sur- 
pnsmgly  short  time  and  apparently  without  negotttion,  two 

t°r‘  3gnCUltUral  'ineS  in  s.  One  of  these  two 

vie  wlich  38  I1’  ^  3  narrow-ga«?e  line  of  little 

ITO  miles  tT  I"1  °m  Leavenworth’  K“sas,  for  about 

Radroad  n  ?  °  ur  W3S  the  CentraI  Branch  Union  Pacific 

lo  ml  ml  W'th,,ltS  branch6S  included  a  ^tem  of  about 
250  mdes.  This  road  and  its  feeders  tapped  the  agricultural 

wellT  °  Atch,son’ Kansas-  Gould  had  now  an  additional 
eapon  for  by  extending  either  the  Kansas  Central  or  the 

entral  Branch  he  could  cut  into  the  Union  Pacific’s  local 

Branch  road  USlneh'  G°Uld’S  6agerneSS  t0  a«Iuire  ^e  Central 
.  a"  h ,  0ad  may  be  gau8ed  by  the  price  which  he  paid  for 
7,6i6  shares  par  value  $761,600,  of  that  company^  stock. 

•  6.  “  .7  Branch  road’  while  apparently  a  valuable  property 

rinsically,  was,  like  the  other  subsidized  Pacific  railroads> 

burdened  with  a  capitalization  out  of  all  proportion  to  its  cost’ 
he  company  had  met  with  repeated  financial  reverses  and  had 
defaulted  on  its  interest.  Within  a  year  previous  to  this  time 
ds  stock  had  sold  at  10  cents  on  the  dollar.  Nevertheless, 
Gould  bought  his  stock  at  figures  ranging  from  175  to  250 

the  average  price  which  he  paid  for  the  whole  amount  being 
239  cents  on  the  dollar.29  6 

Gould  had  now  one  weapon  with  which  to  attack  the  Union 
aafics  load  business  and  another  with  which  to  ruin  its 
through  business.  When  Gould  was  later  asked  what  effect  the 
proposed  extension  of  the  Kansas  Pacific  would  have  had  on 
e  mon  Pacific,  he  answered,  “It  would  have  destroyed  it.”30 
he  Union  Pacific  people  were  now  thoroughly  alarmed 
andeager  to  choose  what  appeared  to  be  the  lesser  of  two  evils, 

Mr of  *-* 


i6o 
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namely  consolidation  on  Gould’s  terms.31  It  seems  that  now  it 
was  they,  not  Gould,  who  urged  consolidation.  Apparently, 
it  had  become  a  matter  of  indifference  to  Gould ;  he  was  in  a 
position  to  dictate,  and  if  the  Union  Pacific  people  were  not 
prepared  to  agree  to  his  terms  they  would  suffer  the  conse¬ 
quences.  According  to  one  Union  Pacific  director,  consolida¬ 
tion  was  now  a  matter  of  life  and  death  to  the  Union  Pacific.32 
The  following  extract  from  the  testimony  of  Oliver  Ames 
before  the  United  States  Pacific  Railway  Commission  of  1887 
indicates  how  completely  Gould  had  the  whole  situation  in 

his  power : 

The  Witness.  If  you  had  seen  those  Union  Pacific  Di¬ 
rectors  as  I  did,  just  about  the  time  the  consolidation  took 

place,  you  would  have  pitied  them. 

Commissioner  Littler.  It  is  pretty  clear  that  Mr.  Gould 

had  them  cornered. 

The  Witness.  He  had.  I  was  an  outsider,  and  could  see 
it  all  and  enjoy  it  all.83 


Acceptance  of  Gould’s  Terms  of  Consolidation 

At  a  meeting  at  Gould’s  house  in  New  York  on  January 
14,  1880,  the  alarmed  Union  Pacific  directors  concluded  an 
informal  agreement  with  Gould  and  Sage,  which  was  later 
ratified  at  board  meetings  of  the  Union  Pacific  and  Kansas 
Pacific  companies  on  January  24,  1880.34  Under  the  terms  of 
this  agreement,  the  three  companies,  the  Union  Pacific,  the 
Kansas  Pacific,  and  the  Denver  Pacific,  were  to  be  consolidated 
into  a  new  company.  The  capital  stock  of  the  new  company 
was  fixed  at  $50,762,300,  the  sum  of  all  the  stock  of  the  three 
constituent  companies  which  had  been  issued.  This  new  stock 
was  to  be  issued,  dollar  for  dollar,  in  exchange  for  the  old 
stock  of  each  company.  The  existing  bonded  indebtedness 
of  each  road  remained  undisturbed.  The  name  of  the  new 


81  Pac.  Ry.  Com.  Test.,  p.  yos,  testimony  of  F.  Gordon  Dexter. 

“  jwi:  %  f,%  totimony  “of  Oliv'e^Ames  (This  witness  should  not  bo  confused 
with  the  Oliver  Ames,  who  was  one  of  the  builders  of  the  road.) 

**  Ibid.,  p.  307,  transcripts  of  the  directors  minutes. 
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corporation  was  changed  to  the  Union  Pacific  Railway 
Company. 

The  Missouri  Pacific  was  left  out  of  the  consolidation; 
but  as  a  part  of  his  Union  Pacific-Kansas  Pacific  consolida¬ 
tion  scheme  Gould  insisted  that  his  holdings  in  several  small 
railroad  companies  in  Kansas  and  his  holdings  in  a  corpora¬ 
tion  known  as  the  St.  Joseph  Bridge  Company,  none  of  which 
formed  a  part  of  either  the  Union  Pacific  or  Kansas  Pacific 
system,  be  included  in  the  consolidation.  Both  the  Kansas 
Central  and  the  Central  Branch  were  therefore  included. 
Gould’s  purchases  of  bonds  and  stocks  of  the  Kansas  Central 
seem  to  have  cost  him  $431,820.25.  These  securities  he  ex¬ 
changed  for  4,790  shares,  par  value  $479,000,  of  stock  in  the 
consolidated  company.35  For  his  7,616  shares,  par  value 
$761,600,  of  Central  Branch  stock,  which  had  cost  him 
$1,826,500,  Gould  received  $913,500  in  Union  Pacific  first 
mortgage  bonds  and  $913,500  in  Kansas  Pacific  consolidated 
mortgage  bonds.36  Thus  Gould  recouped  out  of  the  Union 
Pacific  itself  the  expense  he  had  incurred  in  purchasing  these 
two  roads  which  he  had  bought  in  order  to  bring  the  Union 
Pacific  to  terms. 

The  Central  Branch  road  had  no  junction  point  in  com¬ 
mon  with  the  Union  Pacific.  According  to  Gould,  the  Cen¬ 
tral  Branch  was  included  in  the  consolidation  in  order  to  pre¬ 
vent  its  falling  into  the  hands  of  the  Missouri  Pacific;  for  by 
becoming  the  property  of  the  Missouri  Pacific  it  could  have 
extended  and  thus  become  a  competitor  of  the  Union  Pacific.37 
The  road,  however,  was  at  once  leased  to  the  Missouri  Pacific, 
ostensibly  for  the  purpose  of  enabling  the  latter  company  to 
enjoy  the  benefit  of  the  Central  Branch  as  a  feeder.  Gould 
declared  that  this  was  done  to  play  fair  with  the  Missouri 

36  Pac.  Ry.  Com.  Test.,  p.  523,  testimony  of  Gould. 

s®  Ibid.,  p.  527,  testimony  of  Gould.  It  is  not  wholly  clear  from  what  source  the 
securities  received  by  Gould  were  made  available.  Probably  treasury  stock,  and  bonds 
held  by  the  Union  Pacific  and  Kansas  Pacific,  were  used  to  buy  these  two  roads, 
namely,  the  Central  Branch  Union  Pacific,  and  the  Kansas  Central. 

87  Ibid.,  p.  527,  testimony  of  Gould. 
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Pacific.38  Under  the  arrangement  the  lessee  company  paid 
the  cost  of  operating  the  road  and  received  the  benefit  of  its 
interchange  traffic,  while  it  turned  over  the  net  receipts  to 
the  Union  Pacific.39 

The  consolidation  therefore  not  only  enabled  Gould  to 
exchange  his  Kansas  Pacific  stock  for  dividend-paying  Union 
Pacific  stock;  the  Union  Pacific  even  indemnified  him  for  his 
expense  and  trouble  in  securing  the  Kansas  Central  and  the 
Central  Branch,  both  of  which  he  had  purchased  at  excessive 
prices  for  the  specific  purpose  of  bringing  the  Union  Pacific 
to  terms.  The  Kansas  Central  was  at  that  time  of  little 
value.40  Although  the  Central  Branch  was  a  better  property, 
its  possession  could  not  afford  the  Union  Pacific  any  advan¬ 
tage  by  way  of  interchanged  business  to  offset  the  heavy  price 
paid  for  it,  or  to  justify  the  Union  Pacific  in  assuming  its 
fixed  charges.  The  road  had  been  forced  on  the  Union  Pacific. 
When  Gould’s  purpose  was  accomplished  and  the  Central 
Branch  became  a  part  of  the  Union  Pacific  system,  the  Union 
Pacific,  rather  than  face  probable  heavy  losses  by  operating 
the  road,  leased  it  to  the  Missouri  Pacific.  This  is  probably 
the  reason  why  the  road  was  leased  to  the  Missouri  Pacific, 
not  that  stated  by  Gould. 

In  the  annual  report  of  the  Union  Pacific  it  is  stated  that 
the  consolidation  was  “decided  upon  after  mature  considera¬ 
tion  as  being  for  the  best  interests  of  the  Union  Pacific  and 
Kansas  Pacific  roads,  not  only  promising  a  diminished  ratio 
of  operating  expenses,  but  disposing  of  many  questions  of  a 
vexatious  and  disturbing  nature  between  the  companies.”41 
Yet,  in  1887,  Sidney  Dillon,  who  was  president  of  both  the 
Union  Pacific  and  the  Kansas  Pacific  when  the  two  roads 
were  united,  testified  as  follows  before  the  Pacific  Railway 
Commission  in  reference  to  the  consolidation : 

38  Ibid. 

30  Ibid.,  p.  56,  testimony  of  C.  F.  Adams. 

40  Ibid.,  p.  76,  testimony  of  Adams. 

41Annual  Report  for  1879,  p.  15. 
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[The  depreciated  stock  and  bonds  of  the  Kansas  Pacific 
became  valuable]  the  same  as  a  man’s  note  which  goes  to 
protest,  and  a  good  man  puts  his  name  on  the  back  of  it,  he 
makes  it  worth  par,  when  today  it  was  not  worth  the  paper 
on  which  it  was  written;  and  that  is  the  same  as  that  stock 
was  at  that  time. 

The  Chairman.  The  man  whose  name  is  on  the  back  of 
the  note  has  to  pay  for  it. 

The  Witness.  The  man  whose  name  was  on  the  back  did 
pay  for  this. 

The  Chairman.  That  was  the  way  with  the  Union 
Pacific  ? 

The  Witness.  Yes,  sir.42 

Gould’s  Sale  of  St.  Joseph  and  Western  Railroad 

During  1879  Gould  had  acquired  the  securities  of  the  St. 
Joseph  and  Western  Railroad,  a  local  line  in  Kansas.  This 
company  appears  to  have  had  a  checkered  history.  It  was 
not  a  paying  property  at  that  time,  and  its  securities  had  little 
value.  Gould  was  also  the  owner  of  some  bonds  of  the  St. 
Joseph  Bridge  Company,  a  corporation  which  owned  the 
bridge  over  the  Missouri  River  that  gave  the  St.  Joseph  and 
Western  an  entrance  into  St.  Joseph,  Missouri.  When  the 
Union  Pacific  and  the  Kansas  Pacific  were  consolidated, 
Gould  exchanged  the  various  classes  of  securities  which  he 
owned  in  these  two  companies  for  stock  in  the  Union  Pacific 
Railway  Company.  The  device  by  which  the  Union  Pacific 
was  provided  with  stock  with  which  to  pay  for  these  securities 
is  described  in  the  Report  of  the  Pacific  Railway  Commission 
as  “the  most  ingenious  feature  of  the  whole  scheme.”43  The 
following  clause  in  the  informal  agreement  which  was  drawn 
up  at  the  meeting  at  Gould  s  house  ten  days  before  the  con¬ 
stituent  companies  formally  ratified  the  articles  of  consolida¬ 
tion,  explains  what  stock  was  to  be  used  for  this  purpose : 

The  Denver  Pacific  capital,  now  an  asset  of  the  Kansas 
Pacific,  to  be  used  after  conversion  into  Union  Pacific  Rail- 


UC'  £y'  irom-  Test-»  P-  209,  testimony  of  Sidney  Dillon. 
43  Pac.  Ry.  Com.  Report,  p.  63. 
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way  stock,  to  pay  for  shares  and  bonds  of  Saint  Joseph  and 
Western  Railroad  Company  and  St.  Joseph  Bridge  Company, 
as  hereafter  stated,  and  for  other  purposes. 

It  will  be  remembered  that  of  the  $4,000,000  of  capital 
stock  of  the  Denver  Pacific,  the  Kansas  Pacific  had  become 
the  owner  of  10,000  shares,  par  value  $1,000,000,  which  had 
formerly  been  owned  by  Arapahoe  County,  Colorado.  Of  the 
remaining  30,000  shares  of  stock  of  this  company,  29,986 
shares,  par  value  $2,998,600,  which  the  Kansas  Pacific  owned 
had  been  deposited  with  Gould  and  Sage,  the  consolidated 
mortgage  trustees.  It  was  necessary  to  release  these  29,986 
shares  from  the  trust  in  order  to  carry  out  the  plan  of  the  pro¬ 
posed  purchase  of  the  securities  of  the  St.  Joseph  and  Western 
and  of  the  St.  Joseph  Bridge  Company.  The  manner  in  which 
this  release  was  obtained  in  anticipation  of  the  consolidation 
of  the  Union  Pacific  and  the  Kansas  Pacific  is  thus  summed 
up  in  the  caustic  language  of  the  Pacific  Railway  Commission : 

It  would  certainly  have  puzzled  a  convention  of  lawyers  to 
have  devised  a  method  by  which  this  stock,  so  held  on  the 
14th  of  January,  1880,  could  have  been  applied  within  ten 
days  thereafter,  to  the  purposes  intended  by  the  agreement 
above  quoted.  And  yet  this  extraordinary  feat  was  performed. 

A  suit  was  manufactured,  in  which  the  Kansas  Pacific  Rail¬ 
way  Company  was  made  the  plaintiff,  and  Jay  Gould  and 
Russell  Sage  the  defendants,  and  the  entire  machinery  of 
complaint,  answer,  trial,  decree  and  execution  was  carried  to 
a  finish  by  the  23rd  day  of  the  same  month.  The  details  of 
this  singular  and  expeditious  litigation  are  familiar  to  every¬ 
one  conversant  with  this  consolidation,  and  are  fully  detailed 
in  the  testimony.44 

During  the  course  of  the  testimony  taken  in  this  extraor¬ 
dinary  suit  which  was  brought  to  release  this  Denver  Pacific 
stock,  Sidney  Dillon,  the  president  of  both  the  Union  Pacific 
and  of  the  Kansas  Pacific,  was  asked : 

State  the  outside  sum  which  it  (these  29,986  shares  of 
Denver  Pacific  stock)  would  be  worth  to  the  Kansas  Pacific 


Pac.  Ry.  Com.  Report,  p.  63. 
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Railway  Company  for  that  control  (referring  to  the  control 
of  the  link  from  Denver  to  Cheyenne)  or  freed  from  the 
present  mortgage. 

Dillon  answered: 

This  stock,  tied  up  in  trust,  as  I  said  before,  I  do  not 
consider  worth  anything;  to  carry  out  certain  things  I  think 
it  might  be  worth  to  the  Kansas  Pacific  Company,  a  small 
sum,  say  $200,000  or  $300,000;  something  in  that  neighbor¬ 
hood.45 

On  January  23,  1880,  the  court  decreed  that  these  29,986 
shares  be  released  from  the  consolidated  mortgage  trust  in 
consideration  of  the  payment  of  $500,000  by  the  Kansas 
Pacific  to  the  trustees.46  This  Denver  Pacific  stock  having 
been  released,  everything  was  ready  for  the  consolidation  so 
far  as  Gould’s  scheme  was  concerned.  The  consolidation  of 
the  Kansas  Pacific  with  the  Union  Pacific  was  ratified  on  the 
following  day,  and  the  released  29,986  shares  of  Denver 
Pacific  stock  were  exchanged  for  29,986  shares,  par  value 
$2,998,600,  of  stock  in  the  Union  Pacific  Railway  Company. 
The  other  10,000  shares  of  Denver  Pacific  stock  which  were 
already  free  were  likewise  exchanged,  dollar  for  dollar,  for 
new  Union  Pacific  shares.  At  this  time  Union  Pacific  stock 
was  selling  in  the  neighborhood  of  93;  so  that  these  29,986 
shares,  par  value  $2,998,600,  for  which  only  $500,000  had 
been  paid,  became  suddenly  worth  93  cents  on  the  dollar,  or 
$2,788,047. 

This  Denver  Pacific  stock  which  had  been  thus  converted 
into  new  Union  Pacific  stock  was  now  available  for  the  pur¬ 
pose  of  completing  Gould’s  plan  to  sell  his  St.  Joseph  and 
Western  and  St.  Joseph  Bridge  Company  securities  to  the 
Union  Pacific  Railway.  It  seems  that  34,641  shares,  par  value 
$3,464,100,  of  new  Union  Pacific  stock  were  delivered  to  him 
in  exchange  for  various  stocks  and  bonds  of  the  St.  Joseph 

45  Pac.  Ry.  Com.  Test.,  p.  208.  (Contains  an  extract  from  Dillon’s  testimony  at 
this  trial.) 

46  Ibid.,  p.  152. 
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and  Western  and  the  St.  Joseph  Bridge  Company.47  The 
St.  Joseph  and  Western  was  the  successor  of  several  other 
companies,  and  its  securities  which  Gould  turned  over  to  the 
Union  Pacific  included  bonds  and  receivers’  certificates  of  these 
predecessor  companies.  The  testimony  regarding  the  purchase 
of  some  of  these  securities  is  so  confusing  and  uncertain  that 
an  exact  statement  of  the  whole  transaction  is  impossible.  Its 
nature  may,  however,  be  fairly  well  understood  from  the  testi¬ 
mony  of  Gould  relating  to  the  circumstances  of  the  purchase 
of  some  bonds  of  one  of  these  predecessor  companies  which 
had  been  known  as  the  St.  Joseph  and  Denver.  Between 
January  14,  1879,  and  January  24,  1880,  Gould  purchased, 
at  40  cents  on  the  dollar,  $956,779.76,  par  value,  of  bonds 
and  scrip  of  the  St.  Joseph  and  Denver.48  Thus 


The  par  value  of  these  bonds  and  scrip  was . .  $956,779.76 

They  cost  Gould .  35640478 


For  which  he  received  Union  Pacific  Railway  stock,  par  value. .  956,800.00 

Gould’s  transaction  with  reference  to  the  bonds  of  the  St. 
Joseph  Bridge  Company  was  as  follows  :49 

St.  Joseph  Bridge  Company  bonds,  par  value .  $634,000.00 

They  cost  Gould .  474,440.00 

For  which  he  received  Union  Pacific  Railway  stock,  par  value. . .  634,000.00 

Thus  it  is  apparent  that  by  these  sharp  manipulations  in  regard 
to  the  securities  of  the  St.  Joseph  and  Western  Railroad  and 
its  predecessor  companies,  and  the  St.  Joseph  Bridge  Com¬ 
pany,  Gould  made  large  profits  for  himself  at  the  expense  of 
the  Union  Pacific  Railway.  The  amount  of  his  profit  cannot 
be  ascertained  from  the  evidence  available. 

Gould  was  not  the  only  gainer  by  these  various  transac¬ 
tions.  Several  Union  Pacific  directors  had  at  Gould’s  sugges¬ 
tion  purchased  some  of  these  securities  which  were  thus 
included  in  the  consolidation.  Says  the  report  of  the  Pacific 
Railway  Commission : 


*1  [bid-,  p.  306,  testimony  of  Oliver  W.  Mink. 
48  Ibid.,  p.  468,  testimony  of  Gould. 

48  Ibid.,  p.  469,  testimony  of  Gould. 
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A  singular  feature  of  this  extraordinary  transaction  is 
that  a  small  percentage  of  all  the  bonds  and  stock  of  these 
branch  lines  (referring  especially  to  the  St.  Joseph  and 
Western  and  its  predecessor  companies  and  to  the  St.  Joseph 
Bridge  Company)  had  been  taken  from  Mr.  Gould  by  all  of 
the  parties  to  this  agreement,  at  the  same  prices  which  he 
himself  had  paid.  The  result  was  that  when  he  had  terrified 
them  into  submission  to  the  general  terms  of  consolidation, 
and  the  minor  subject  arose  of  fixing  the  terms  on  which  he 
should  dispose  of  branch  lines  and  connections  ....  he 
had  so  arranged  their  personal  interests  that  when  the  adjust¬ 
ment  of  these  terms  became  a  matter  of  discussion,  all  of 
these  trustees  and  directors  had  been  placed  in  such  a  position 
that  a  concession  of  good  terms  to  Mr.  Gould  himself  would 
automatically  result  in  a  large  profit  to  the  other  directors 
agreeing  to  the  terms  proposed.50 

Criticism  of  Terms  of  Consolidation 

The  main  features  of  the  consolidation  of  1880  may  be 
summed  up  as  follows : 

1.  Ten  millions,  par  value,  of  Kansas  Pacific  stock  and 
four  millions,  par  value,  of  Denver  Pacific  stock,  which 
together  represented  a  fictitious  capitalization  of  $14,000,000, 
were  unloaded  on  the  Union  Pacific.  The  capital  stock  of  the 
Union  Pacific,  which  already  amounted  to  $36,762,300,  all  or 
virtually  all  of  which  had  been  originally  issued  as  a  gratuity, 
was  now  increased  to  $50,762,300. 

2.  The  Kansas  Pacific  bonded  debt,  embracing  first  mort¬ 
gage  bonds,  a  government  subsidy  debt,  consolidated  mortgage 
bonds,  and  some  unretired  bonds  of  older  issues,  the  entire 
funded  debt  including  the  government  subsidy  being  in  excess 
of  $30,000,000,  was  unloaded  on  the  Union  Pacific. 

3.  The  securities  of  several  small  Kansas  roads,  namely, 
the  Kansas  Central,  the  Central  Branch  Union  Pacific,  and 
the  St.  Joseph  and  Western,  as  well  as  of  the  St.  Joseph  Bridge 
Company,  were  unloaded  on  the  Union  Pacific  at  figures  out 
of  all  proportion  to  their  real  value. 


60  Pac.  Ry.  Com.  Report,  p.  62. 
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Such  are  the  facts  as  they  appear  from  the  voluminous 
amount  of  testimony  which  was  later  taken  in  regard  to  this 
consolidation.  It  must  not  be  imagined,  however,  that  the 
consolidation  was  an  unmixed  evil  for  the  Union  Pacific.  As 
a  matter  of  fact,  the  stock  of  the  consolidated  Union  Pacific 
Railway  Company  was  soon  quoted  at  higher  prices  than  had 
been  the  stock  of  the  old  railroad  company.  Before  the  end 
of  the  year  1880  Union  Pacific  stock  was  selling  considerably 
above  par.  A  large  volume  of  business  enabled  the  road  to 
meet  its  inflated  obligations  for  several  years  more,  while  at 
the  same  time  the  company  continued  to  pay  dividends  at  the 
rate  of  6  and  7  per  cent  per  annum.  The  combined  manage¬ 
ment  of  the  two  roads  resulted  in  more  economical  operation. 
Moreover,  the  consolidation  put  an  end  to  the  competition 
between  the  Union  Pacific  and  the  Kansas  Pacific,  and  higher 
rates  were  now  for  a  short  time  maintained.  Doubtless,  of  the 
two  alternatives,  consolidation  on  Gould’s  terms,  or  the’  carry¬ 
ing  out  of  Gould’s  threat  to  extend  the  Kansas  Pacific,  con¬ 
solidation  was  the  less  of  two  evils  for  the  Union  Pacific. 

Notwithstanding  Gould’s  attempts  to  explain  away  the 
facts,  his  statements  and  testimony  can  hardly  be  taken  to 
establish  even  a  colorable  justification  for  his  course  in  refer¬ 
ence  to  the  Union  Pacific.  The  heavy  obligations  of  the  bank¬ 
rupt  Kansas  Pacific  and  Denver  Pacific  roads  were  heaped 
upon  the  Union  Pacific,  and  their  worthless  shares  of  stock 
were  exchanged  at  an  equality  for  dividend-paying  stock  of  the 
Union  Pacific.  Nevertheless  an  impartial  presentation  of  these 
various  transactions  makes  it  necessary  to  consider  and  analyze 

briefly  the  case  which  Gould  offered  in  defense  of  the  consoli¬ 
dation. 

Gould  declared  it  to  be  his  judgment  that  of  the  Union 
Pacific  and  the  Kansas  Pacific,  the  latter  road  was  the  more 
valuable  property.  The  character  of  the  soil  of  the  region 
through  which  the  Kansas  Pacific  ran  was  rather  better  than 
that  of  the  region  in  Nebraska  along  the  line  of  the  Union 
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Pacific.  During  this  period  Kansas  was  rapidly  filling  up 
with  agricultural  settlers.  Within  the  year  immediately  pre¬ 
ceding  the  consolidation  the  business  of  the  Kansas  Pacific 
had  shown  a  very  large  increase ;  so  that  its  net  earnings,  which 
had  amounted  to  $909,456.75  in  1878,  reached  the  sum  of 
$1,465,475.35  in  1879,  an  increase  of  61  per  cent.  As  Kansas 
City,  the  eastern  terminus  of  the  Kansas  Pacific,  lay  50  miles 
farther  east  than  Omaha,  the  eastern  terminus  of  the  Union 
Pacific,  the  Kansas  Pacific  passed  through  50  miles  more  of 
agricultural  country  than  did  the  Union  Pacific.  Indications 
pointed,  so  Gould  declared,  to  a  constant  increase  in  the  Kansas 
Pacific’s  local  traffic;  while  the  competition  of  the  new  lines 
that  were  then  building,  the  Burlington,  the  Rio  Grande,  and 
the  Southern  Pacific,  would  soon  put  an  end  to  the  Union 
Pacific’s  long  monopoly  of  the  through  business.  The  Kansas 
Pacific  possessed  valuable  terminal  properties  in  Kansas  City 
and  in  Denver,  which  were  greatly  superior  to  any  terminal 
properties  owned  by  the  Union  Pacific.  The  future,  not  the 
past,  said  Gould,  should  be  the  criterion  by  which  the  value 
of  a  railroad  property  should  be  judged.  The  condition  of 
the  Kansas  Pacific,  which  he  asserted  was  an  immensely  valu¬ 
able  property  intrinsically,  Gould  attributed  to  bad  manage¬ 
ment.  It  was  less  expensive  to  operate,  and  as  it  lay  many 
miles  farther  south  and  2,000  feet  lower  in  elevation61  than 
the  Union  Pacific,  it  was  exposed  to  less  danger  of  obstruction 
from  snow.  The  capital  stock  per  mile  of  the  Kansas  Pacific 
was,  moreover,  less  than  half  that  of  the  Union  Pacific,  as 
the  following  table  shows  :62 


Road  Capital  Stock  per  Mile 

Union  Pacific  .  $35,382 

Kansas  Pacific  .  14, 710 

Denver  Pacific  .  37,735 


61  This  statement  is  very  inaccurate.  As  a  matter  of  fact,  in  the  same  longitude 
the  difference  in  elevation  is  very  slight,  being  only  a  few  hundred  feet  at  most. 

63  For  Gould’s  argument  see  Pac.  Ry.  Com.  Test.,  pp.  583  ff. 
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Goulds  estimate  of  the  relative  value  of  the  two  roads 
failed  to  take  into  account  the  fact  that,  although  the  net 
earnings  of  the  Kansas  Pacific  had  increased  in  1879  to 
$1,465,475.35,  its  interest  charges  for  that  year  were 
$i>775>°67-33»  according  to  the  report  of  the  accountants  of  the 
Pacific  Railway  Commission.  Gould  himself  testified  that 
the  Kansas  Pacific’s  annual  interest  charges  amounted  to 
$1,892, 134.5a53  From  l874  to  1880  there  was  not  a  time 
when  the  Kansas  Pacific  was  not  in  default  on  some  of  its 
interest  obligations.54  According  to  the  testimony  of  Amos 
Calef,  Gould’s  secretary,  there  was  not  a  chance  that  the 
Kansas  Pacific  could  ever  have  paid  a  dividend  on  its  stock  if 
it  had  not  been  consolidated  with  the  Union  Pacific.55  Gould’s 
statement  as  to  the  relative  expense  of  operating  the  two  roads 
is  misleading,  although  it  is  true  that  it  cost  more  per  mile  to 
operate  the  Union  Pacific  than  it  cost  to  operate  the  Kansas 
acific;  for  the  ratio  of  operating  expenses  to  gross  earnings 
was  much  higher  in  the  case  of  the  Kansas  Pacific  than  in  the 
case  of  the  Union  Pacific,  as  the  following  table  shows  :56 


Gross  earnings  per  mile . 

Operating  expenses  per  mile . 

Surplus  earnings  per  mile . 

Taxes  per  mile . 

Net  earnings  per  mile . 

Percentage  of  operating  expenses  to 
earnings . 


Kansas  Pacific 

.  $7,151-57 

.  3,976.21 

.  3,i75-36 

.  193-95 

.  2,981.41 

gross 

.  55/4% 


Union  Pacific 
$12,455.06 
4,967.72 
7,487.34 
285.06 
7,202.28 

38% 


In  the  face  of  these  facts,  Russell  Sage  went  so  far  as  to 
assert  that  he  did  not  believe  that  the  consolidation  played 
fair  with  the  Kansas  Pacific;  while  Gould  insisted  that  he  made 
no  money  out  of  the  consolidation.57  The  basis  upon  which 
t  ese  extraordinary  statements  were  made  was  the  singular 


See  supra,  p.  152. 

^ p.’  29™'  TeSt'’  P‘  3°°’  testimony  of  Amos  Calef. 

67  9*2>  ?gures  submitted  by  C.  F.  Adams. 

lbid-  P>  394’  of  Russell  Sage;  p.  558,  testimony  of  Jay  Gould. 
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circumstance  that  in  spite  of  the  insolvent  condition  of  the 
Kansas  Pacific,  its  stock  was  in  January,  1880,  actually  higher 
in  the  market  than  the  stock  of  the  Union  Pacific.  Frederick 
L.  Ames  attributed  this  high  valuation  of  Kansas  Pacific  stock 
to  the  fact  that  it  was  known  that  Gould  held  a  great  deal 
of  it.88  It  is,  moreover,  not  unreasonable  to  assume  that  the 
anticipated  consolidation  of  the  Kansas  Pacific  with  the  Union 
Pacific  raised  the  value  of  Kansas  Pacific  stock.  Its  high 
market  value  all  through  January,  1880,  had  no  sound  basis 
and  consequently  could  not  be  permanent.  Unless  it  were 
reorganized  the  Kansas  Pacific  as  an  independent  road  could 
never  have  paid  a  dividend.  Had  consolidation  with  the  Union 
Pacific  not  taken  place,  Kansas  Pacific  stock  would  not  have 
been  worth  10  cents  on  the  dollar,  according  to  Artemas 
Holmes,  who  had  been  an  official  of  the  Kansas  Pacific,  and 
who  remained  as  an  official  of  the  consolidated  company.69 
It  is  a  matter  of  common  knowledge  that  the  market  quota¬ 
tions  of  stock  can  be  forced  up  by  manipulation.  One  Wall 
Street  broker  testified  in  1887: 

The  way  is  to  bid  for  things  that  are  not  to  be  found 
just  at  the  time.  You  have  them  already  and  they  are  locked 
up.  You  bid  for  them  or  get  somebody  else  to  bid  for  them, 
till  there  are  half  a  dozen  bids;  nobody  offers;  the  price 
advances.80 

In  January,  1879,  Kansas  Pacific  had  ranged  from  9*4 
to  13.  It  advanced  rapidly  during  the  year  1879,  until  in 
January,  1880,  it  was  quoted  at  107.  Union  Pacific  in  Janu¬ 
ary,  1880,  was  in  the  neighborhood  of  93. 61  It  is  hardly  prob¬ 
able  that  Gould  could  have  sold  his  shares  of  Kansas  Pacific 
for  anything  like  107.  Any  attempt  on  his  part  to  unload  his 
four  millions  of  Kansas  Pacific  stock  upon  the  public  would 
at  once  have  greatly  depressed  its  market  value.  This  would 

B*  Pac.  Ry.  Com.  Test.,  p.  675,  testimony  of  F.  L.  Ames. 

69  Ibid.,  p.  179,  testimony  of  Artemas  Holmes. 

40  Ibid.,  p.  417,  testimony  of  Charles  W.  Hassler. 

41  Quotations  published  in  the  files  of  the  Commercial  and  Financial  Chronicle. 
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have  happened  even  if  Kansas  Pacific  had  been  a  dividend¬ 
paying  security.  Stock  of  a  corporation  which  cannot  meet 
all  of  its  fixed  charges  will  not  long  be  quoted  at  a  premium. 
Gould’s  assertion  that  he  did  not  profit  by  the  consolidation 
will  not  bear  analysis.  During  1878  and  the  early  part  of 
1879  Gould  had  purchased  over  $4,000,000,  par  value,  of 
Kansas  Pacific  stock  at  about  12  cents  on  the  dollar.  This 
stock  he  exchanged,  dollar  for  dollar,  for  dividend-paying 
stock  in  the  Union  Pacific  Railway.  This  does  not  take  into 
account  the  various  branch  line  securities  which  he  sold  to  the 
Union  Pacific,  nor  his  transactions  in  Kansas  Pacific  bonds. 

That  such  a  shrewd  financier  and  stock  operator  as  Gould 
would  have  done  as  he  did  unless  it  had  been  to  his  advantage 
is  incredible;  although  one  would  believe  from  reading  the 
sworn  statements  of  Gould  and  Sage  as  witnesses  before  the 

Pacific  Railway  Commission  in  1887,  if  their  remarkable 

assertions  were  accepted  at  their  face  value,  that  the  idea  of 
making  any  profit  never  occurred  to  them,  but  that  in  every 
transaction  they  were  guided  by  the  highest  and  most  dis¬ 
interested  motives,  and  that  in  fact  their  operations  more 
frequently  resulted  in  loss  rather  than  in  gain  to  themselves.62 

The  relative  earning  capacity  of  each  of  the  three  com¬ 
panies  can  be  best  appreciated  from  the  following  figures  :63 

Union  Kansas  Denver 

Pacific  Pacific  Pacific 

Average  net  earnings  per  annum. .  $5,835,713.37  $1,077,988.45  $141,266.42 
Average  net  earnings  per  mile  per 


annum . 
Average 

interest  per 

mile  per 

5,616.66 

1,601.77 

1,322.70 

annum . 

3,i85.39 

O.  ?C\A *  *71 

1,749.89 

Average 

surplus  per 

mile  per 

annum . 

2,431.27 

-692.94* 

-427.19* 

#  Deficit. 


During  the  six  years  previous  to  the  consolidation  of  1880, 
the  Union  Pacific  Railroad  had  shown  great  earning  power; 

82  Pac.  Ry.  Com.  Test.,  pp.  446-592,  testimony  of  Gould,  especially  pp.  509,  510, 
589;  pp.  340-400,  testimony  of  Sage,  especially  pp.  393-6. 

•8  Ibid.,  p.  4989,  reports  of  accountants. 
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but  it  had  distributed  such  large  dividends  that  no  provision 
had  been  made  for  future  hard  times,  nor  for  meeting  its 
honest  obligations  to  the  government.  In  1880,  the  consoli¬ 
dation  increased  its  capital  stock  by  $14,000,000  which  repre¬ 
sented  no  real  value.  The  consolidated  company  had  a  heavy 
bonded  debt,  much  of  which  represented  water.  The  days  of 
the  Union  Pacific  monopoly  were  now  drawing  to  a  close. 
New  railroads  were  building  in  the  west  and  competition  was 
increasing  each  year.  For  over  three  years  in  the  face  of  a 
rising  floating  debt  the  Union  Pacific  continued  to  pay  divi¬ 
dends  at  the  rate  of  6  and  7  per  cent  per  annum.  Its  stock 
became  known  as  a  regular  dividend  payer  and  was  quoted,  on 
the  market,  at  a  premium. 

Gould  remained  for  nearly  three  years  on  the  board  of 
directors,  but  during  this  period,  while  the  road  was  still  pay¬ 
ing  dividends,  he  unloaded  his  Union  Pacific  stock  throughout 
the  country.  After  1883  his  connection  with  the  road  ceased 
for  several  years. 


CHAPTER  VIII 


AUXILIARY  AND  BRANCH  LINES 

Growth  of  the  Union  Pacific  System 

Combination,  consolidation,  and  expansion  have  from  the 
beginning  characterized  American  railroad  history.  Especially 
has  this  been  true  of  the  period  since  the  Civil  War  and 
Reconstruction.  Although  expansion  developed  gradually,  it 
was  nevertheless  steady  and  certain.  It  was  in  the  late  seventies 
and  in  the  eighties  that  the  foundations  were  laid  for  the  great 
transportation  lines  which  are  now  comprehended  within  the 
Union  Pacific  system.  In  1869  the  Union  Pacific  Railroad 
extended  from  Omaha  to  Ogden,  a  distance  of  1,038  miles. 
It  had  no  branches  or  feeders.  At  the  present  time  (1923) 
the  Union  Pacific  system1  includes  the  original  line  from 
Omaha  to  Ogden;  the  former  Kansas  Pacific-Denver  Pacific 
line  from  Kansas  City  to  Cheyenne;  a  cut-off  from  Julesburg, 
Colorado,  to  Denver;  an  extensive  system  of  local  branch 
lines  which  taps  the  agricultural  region  of  Nebraska,  Kansas, 
and  eastern  Colorado;  a  line  of  about  450  miles  from  Salt 
Lake  City  to  the  mining  district  of  Montana;  and  control  of 
two  independent  outlets  to  the  Pacific  Coast.  Of  these  two 
outlets  to  the  Coast,  one  is  the  Oregon  Short  Line,  which  with 
the  Oregon- Washington  Railroad  and  Navigation  Company, 
connects  the  Union  Pacific  main  line  with  Portland,  Seattle, 
and  Spokane.  This  northern  outlet  to  the  Coast  is  absolutely 
owned  by  the  Union  Pacific.  The  other  outlet  is  the  Los 
Angeles  and  Salt  Lake  Railroad  from  Salt  Lake  City  to  Los 
Angeles.  In  this  company  also  the  Union  Pacific  now  has  the 
complete  ownership. 

.  1  The  word  “system”  is  used  to  include,  in  addition  to  the  lines  owned  by  the 
Union  Pacific  Railroad  Company  itself,  the  lines  of  companies  controlled  by  the  Union 
Pacific. 
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This  great  system,  which  has  played  a  most  important  part 
in  the  economic  history  of  the  west,  is  an  excellent  concrete 
illustration  of  railroad  expansion.  Beginning  early  in  the 
seventies,  the  company  entered  upon  a  policy  of  constructing 
and  acquiring  a  system  of  auxiliary  lines.  Toward  the  close 
of  the  decade  from  1870  to  1880  this  expansion  development 
became  very  pronounced.  In  some  cases,  already  existing  lines 
were  acquired  by,  or  consolidated  with,  the  Union  Pacific. 
Sometimes  expansion  was  brought  about  by  the  construction  of 
new  lines  to  serve  as  feeders  to  the  main  line.  In  some 
instances  expansion  resulted  from  both  consolidation  and  con¬ 
struction,  the  Union  Pacific  first  acquiring  an  already  existing 
road  and  then  extending  it. 

Two  factors  operated  to  bring  about  the  growth  and 
development  of  the  Union  Pacific  system.  Many,  probably 
most,  of  the  auxiliary  lines  were  acquired  or  constructed  in 
order  that  they  might  serve  as  feeders  to  the  main  line  and 
secure  to  the  main  line  the  traffic  of  territory  adjacent  to  it. 
Some  branches  and  subsidiary  corporations,  however,  came 
into  the  system  through  the  manipulation  of  the  directors  and 
managers  of  the  company,  especially  at  the  time  of  the  con¬ 
solidation  of  1880,  when,  as  has  already  been  explained,  sev¬ 
eral  local  branch  lines  of  very  uncertain  value  were  unloaded 
on  the  Union  Pacific. 

With  certain  exceptions,  a  map  of  the  Union  Pacific  sys¬ 
tem  as  it  is  today  shows  substantially  the  same  lines  as  are 
shown  in  a  map  of  the  system  as  it  was  in  1885. 2  To  be  sure, 
since  that  date  the  Union  Pacific  acquired  the  main  line  of 
what  is  now  the  Colorado  and  Southern  line  from  Denver  to 
Galveston,  Texas;  and  for  over  eleven  years,  from  1901  to 
1912,  the  Union  Pacific  controlled  the  network  of  lines  owned 
by  the  Southern  Pacific  Company.  Neither  of  these  two  last 

2  The  Oregon  Railroad  and  Navigation  Company,  or  as  it  is  now  known,  the 
Oregon- Washington  Railroad  and  Navigation  Company,  is  one  of  these  exceptions. 
The  extension  of  the  Los  Angeles  and  Salt  Lake  line  from  southern  Utah  to  southern 
California  is  another  exception.  The  other  exceptions  are  all  local  branches. 
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named  systems  is  today  a  part  of  the  Union  Pacific  system. 
Consideration  of  their  relations  with  the  Union  Pacific  will 
be  postponed  until  later.  In  this  chapter  the  discussion  is 
properly  limited  to  the  growth  and  operation  of  the  system 
during  the  years  between  the  date  of  the  road’s  completion 
and  the  middle  of  the  decade  from  1880  to  1890.  Among 
the  most  important  lines  which  came  within  the  control  of 
the  Union  Pacific  during  this  period  should  be  mentioned  the 
Utah  and  Northern,  the  Utah  Central,  the  Oregon  Short  Line 
and  the  Kansas  Pacific.  The  Union  Pacific— Kansas  Pacific 
consolidation  has  already  been  discussed.  A  brief  outline  of 
the  history  of  each  of  the  other  three  lines  which  have  just 
been  mentioned  is  necessary  before  the  auxiliary  system  is 
considered  as  a  whole. 

The  Utah  and  Northern;  the  Utah  Central;  the  Utah  and 
Southern 

Soon  after  the  Union  Pacific  main  line  was  completed  to 
Ogden,  it  seems  that  some  Mormon  interests  became  engaged 
^  the  construction  of  a  railroad  line  which  ran  north  from 
Ogden  through  the  Cache  Valley,  in  northern  Utah.  This 
road,  the  Utah  and  Northern,  was  for  some  years  nothing 
more  than  a  spur  through  a  Mormon  settlement.  Its  promoters 
appear  to  have  lost  money,  and  apparently  lacked  either  the 
ability  or  the  capital  to  develop  the  road.  It  terminated  at 
Pocatello,  in  southern  Idaho.  About  1873  the  Utah  and 
Northern  attracted  Gould’s  attention.  The  road  lay  in  the 
direction  of  Montana,  where  mining  development  was  already 
showing  great  promise.  Apparently  with  a  view  of  extending 
it  northward,  Gould  purchased  a  controlling  interest  in  this 
road,  paying  about  40  cents  on  the  dollar  for  its  bonds  and 
receiving  its  stock  as  a  bonus.3  In  1875,  according  to  Gould’s 
statement,  he  turned  his  bonds  and  stock  of  the  Utah  and 
Northern  over  to  the  Union  Pacific  at  the  same  price  which 


8  Ry.  Com.  Test.,  p.  57a,  testimony  of  Gould. 
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they  had  cost  him.  Later  in  the  decade  from  1870  to  1880 
the  Union  Pacific  extended  the  Utah  and  Northern  road  to 
the  Montana  mining  district,  to  a  point  near  Butte,  Montana. 
Subsequently,  in  1886,  the  road  was  completed  to  Butte.4  This 
road,  which  is  somewhat  over  450  miles  long,  is  now  a  part  of 
the  system  of  the  Oregon  Short  Line  Railroad  Company. 

In  the  eighties  the  Union  Pacific  held  a  predominating 
interest  in  the  Utah  Central  Railway,  a  long  feeder  which  ran 
from  Ogden  southwest,  and  tapped  the  rich  mines  of  Utah 
Territory.  This  road  was,  early  in  the  first  decade  of  the 
present  century,  extended  to  California.  Its  early  history  was 
related  in  1887  by  its  vice-president,  the  Mormon  bishop, 
John  Sharp,  in  the  course  of  his  testimony  before  the  Pacific 
Railway  Commission.5 

It  seems  that  Brigham  Young  and  some  of  his  Mormon 
associates,  a  short  time  after  the  Pacific  Railroad  was  com¬ 
pleted  in  1869,  determined  upon  the  construction  of  a  line  of 
railroad  3 7  miles  long  between  Salt  Lake  City  and  Ogden. 
For  this  purpose  they  organized  a  company  which  was  known 
as  the  Utah  Central  Railroad  Company.  The  road  was  financed 
by  a  bond  issue  of  $1,000,000,  par  value.  The  capital  stock 
was  fixed  at  $1,500,000,  on  which  16  per  cent  was  actually 
paid  in;  the  balance  was  issued  as  a  bonus.  The  road  was 
opened  early  in  1870. 

Brigham  Young,  who  owned  one-third  of  this  company’s 
stock,  decided  to  sell  out  his  interest.  He  succeeded,  in  or 
about  1872,  in  inducing  the  Union  Pacific  to  buy  from  him 
his  5,000  shares  of  stock,  par  value  $500,000,  at  50  cents  on 
the  dollar.  By  this  purchase  the  Union  Pacific  acquired  not  an 
absolute  but  a  “proprietary”  interest,  so-called,  in  the  Utah 
Central  road.  The  Utah  Central  was  not,  like  the  Utah  and 
Northern,  operated  as  an  integral  part  of  the  Union  Pacific 
system;  the  Utah  Central  was  operated  independently,  but  as 


4  Annual  Report  for  1886,  p.  1  *. 

B  Pac.  Ry.  Com.  Test,  pp.  2x54  ff.,  testimony  of  John  Sharp. 
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the  Union  Pacific  Railroad  was  the  principal  stockholder  it 
dominated  the  policy  of  the  management  of  this  road. 

South  of  Salt  Lake  City  is  an  important  mining  district. 
The  Utah  Central  management  decided  to  extend  their  road 
southward  for  about  240  miles  to  the  Horn  silver  mines, 
which  were  at  the  little  village  of  Frisco,  Utah.  Work  on  this 
southern  extension  was  commenced  late  in  the  decade  from 
1870  to  1880.  The  line  south  of  Salt  Lake  City  was  con¬ 
structed  by  a  subsidiary  corporation  known  as  the  Utah  South¬ 
ern  Railroad  Company.  Funds  for  this  extension  south  of 
Salt  Lake  City  were  raised  in  the  following  manner :  bonds  of 
the  Utah  Southern  Railroad  were  issued  at  the  rate  of  $18,000 
per  mile,  to  be  subscribed  for  by  the  Utah  Central  stock¬ 
holders  at  80  cents  on  the  dollar,  in  proportion  to  the  amount 
of  stock  which  each  stockholder  held  in  the  Utah  Central. 
The  capital  stock  of  this  subsidiary  Utah  Southern  road  was 
$15,000  per  mile.  This  stock  was  issued  as  a  bonus  with  the 
bonds,  except  that  upon  the  first  75  miles  of  the  extension  5 
per  cent  was  paid  in  on  the  stock.6  Substantially  all  of  the 
par  value  of  the  capital  stock  and  20  per  cent  of  the  bond 
issue  therefore  represented  water.  Work  on  the  Utah  South¬ 
ern  was  carried  on  during  the  late  seventies,  and  early  in 
1880  the  line  was  opened  from  Salt  Lake  City  to  Frisco.7 

In  1880  the  Utah  Southern  was  consolidated  with  the  Utah 
Central,  and  the  new  consolidated  corporation  became  known 
as  the  Utah  Central  Railway  Company.  Its  total  length  from 
Ogden  to  Frisco  was  about  277  miles.  In  1901  this  line  was 
extended  to  Los  Angeles,  and  is  now  known  as  the  Los 
Angeles  and  Salt  Lake  Railroad,  or  the  aSalt  Lake  Route.5 5 


The  Oregon  Short  Line 

The  Union  Pacific  was  for  many  years  without  a  connec¬ 
tion  of  its  own  with  the  Pacific  Coast.  It  was  wholly  depend- 


®Pac.  Ry.  Com.  Test.,  p.  2156,  testimony  of  John  Sharp. 

7  Annual  Report  for  1879,  p.  14. 
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ent  upon  the  Central  Pacific  for  a  western  outlet.  The  same 
men  who  controlled  the  Central  Pacific  later  built  the  Southern 
Pacific  as  a  competing  transcontinental  line;  and  in  1884  the 
Central  Pacific  was  formally  leased  to  the  Southern  Pacific 
Company.  Partly  to  become  independent  of  this  Southern 
Pacific  domination  and  partly  as  a  speculation  to  develop  the 
North  Pacific  Coast  and  secure  its  business,  the  Union  Pacific 
directors  determined  upon  an  extension  of  their  system  to  the 
northwest  along  the  old  Oregon  Trail.8 

In  1881  Congress  passed  an  act  incorporating  the  Oregon 
Short  Line  Railway  Company.9  This  company  was  to  be  a 
subsidiary  of  the  Union  Pacific.  The  right  to  subscribe  to  its 
securities  was  offered  to  Union  Pacific  stockholders  in  pro¬ 
portion  to  the  amount  of  stock  which  each  stockholder  held. 
The  projected  road  was  to  be  bonded  at  $25,000  per  mile  and 
its  capital  stock  was  fixed  at  the  same  figure.  The  bonds  and 
one-half  of  the  stock  were  offered  for  subscription  to  the 
Union  Pacific  stockholders,  each  subscriber  being  given  for 
$1,000,  one  Oregon  Short  Line  bond  of  $1,000,  par  value, 
and  5  shares,  par  value  $500,  of  Oregon  Short  Line  Stock.10 
One-half  of  the  stock  was  retained  by  the  Union  Pacific  for 
purposes  of  control.  The  Union  Pacific  guaranteed  the  annual 
interest  on  the  bonds  of  the  new  road,  so  that  no  difficulty 
was  experienced  in  floating  this  bond  issue. 

The  road  was  built  by  the  construction  department  of  the 
Union  Pacific  Railway.  Its  cost  was  about  $25,000  per  mile.11 
It  runs  from  Granger,  Wyoming,  a  station  on  the  Union 
Pacific  main  line  about  180  miles  east  of  Ogden,  to  Hunting- 
ton,  Oregon,  on  the  Oregon-Idaho  state  line,  the  total  length 
of  its  main  line  being  about  550  miles.  Early  in  1882  this 
line  was  completed  to  Huntington,  and  Huntington  was  con¬ 
nected  with  Portland,  Oregon,  by  a  railroad  constructed  by 

8  The  old  Oregon  Trail  followed  the  Snake  River  across  southern  Idaho  to  eastern 
Oregon.  The  line  of  the  Oregon  Short  Line  closely  follows  this  old  emigrant  trail. 

w  22  Stat.  L.  185. 

10  Pac.  Ry.  Com.  Test.,  p.  93,  testimony  of  C.  F.  Adams. 

11  Ibid.,  p.  92,  testimony  of  Adams. 
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the  Oregon  Railway  and  Navigation  Company.  This  com¬ 
bined  line  from  Granger,  Wyoming,  to  Huntington,  and  from 
Huntington  to  Portland  was  completed  in  December,  1884. 
At  that  time  the  Oregon  Railway  and  Navigation  Company 
was  an  independent  corporation;  its  railway  and  navigation 
lines  were,  however,  operated  in  harmony  with  the  Union 
Pacific  system.  Subsequently,  in  1887,  the  Oregon  Railway 
and  Navigation  Company  leased  its  track  and  equipment  to 
the  Oregon  Short  Line  under  an  agreement  whereby  the  latter 
company  guaranteed  the  annual  interest  on  the  bonds  and  also 
guaranteed  a  6  per  cent  annual  dividend  on  the  stock  of  the 
Oregon  Railway  and  Navigation  Company.12 

The  line  of  the  Union  Pacific  now  reached  from  Omaha 
to  Portland.  The  three  principal  arteries  of  the  system  were 
the  through  Union  Pacific-Oregon  Short  Line-Oregon  Rail¬ 
way  and  Navigation  Company  line  from  Omaha  to  the  north 
Pacific  Coast,  the  former  Kansas  Pacific-Denver  Pacific  line 
from  Kansas  City  to  Cheyenne,  and  the  Utah  and  Northern 
line  from  Ogden  to  Montana.  Since  its  extension  to  Los 
Angeles,  the  Utah  Central,  or  as  it  is  now  known,  the  Los 
Angeles  and  Salt  Lake  Railroad,  has  also  become  an  important 
through  line;  but  at  this  time  it  was  merely  a  long  feeder. 
During  the  period  from  1877  to  1885  the  Union  Pacific  also 
built  an  extensive  system  of  shorter  branches  and  feeders  in 
the  states  of  Nebraska,  Kansas,  and  Colorado.13 

Branch  Line  Construction 

After  the  consolidation  of  the  Union  Pacific  with  the 
Kansas  Pacific,  in  1880,  the  Union  Pacific  Railway  invested 
large  sums  in  branch  lines.  Between  1877  and  1884, 
$34,507,682.14  was  so  expended,  of  which  $24,818,386.23 
were  spent  in  1881,  1882,  and  1883. 14  A  small  part  of  the 

12  Pac.  Ry.  Com.  Test.,  p.  99,  testimony  of  Adams. 

13  A  complete  list  of  the  auxiliary  lines  owned  by  the  Union  Pacific  in  1887  is 
given  at  the  close  of  this  chapter  in  the  form  of  an  appendix. 

14  Pac.  Ry.  Com.  Test.,  p.  3970,  reports  of  accountants. 
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cost  of  this  constructional  work  was  met  out  of  the  company’s 
earnings;  a  larger  part  was  carried  as  a  floating  debt;  the 
balance  was  met  out  of  the  issuance  of  the  following  new 
securities :  In  1879  the  Union  Pacific  issued  $5,270,000  of  col¬ 
lateral  trust  6  per  cent  bonds  secured  by  a  pledge  of  a  portion 
of  the  branch  line  securities  in  its  treasury.  Late  in  the  year 
1880  the  LTnion  Pacific  Railway  issued  $10,000,000  of  new 
capital  stock,  which  was  sold  at  par.  In  1883  the  company 
issued  additional  collateral  trust  bonds  amounting  to 
$6,000,000,  which  bore  5  per  cent  interest.  These  bonds  were 
likewise  secured  by  a  pledge  of  a  portion  of  the  Union  Pacific’s 
branch  line  securities.15  The  proceeds  arising  from  the  sale 
of  these  bonds  and  this  stock  were  used  partly  for  the  purpose 
of  constructing  branch  lines,  and  partly  for  the  purpose  of 
paying  off  portions  of  large  floating  debts  which  represented 
branch  line  construction. 

These  branches  were  in  every  case  built  or  acquired  under 
separate  corporate  organizations.  The  power  of  the  Union 
Pacific  and  Kansas  Pacific  to  consolidate  had  been  expressly 
granted  by  statute;  but  with  this  exception  the  charter  of  the 
Union  Pacific  nowhere  conferred  upon  it  any  authority  to 
construct  or  acquire  branches.16  In  order  to  avoid  this  restric¬ 
tion  it  seems  it  was  necessary  to  employ  the  device  of  separate 
subsidiary  corporations.  Ordinarily  the  Union  Pacific,  through 
its  construction  department,  built  each  branch,  and  in  return 
for  its  advances  for  construction  received  all  or  a  portion  of 
the  securities  of  the  branch  line,  just  as  any  ordinary  construc¬ 
tion  company.  This  was  not  done  in  the  case  of  the  Oregon 
Short  Line,  which  was  financed  by  a  separate  outstanding 
bond  issue  on  which  the  interest  was  guaranteed  by  the  Union 
Pacific.  There  were,  however,  relatively  few  branch  line 
bonds,  as  such,  outstanding;  although  $10,000,000  of  the 

15  Annual  Reports;  Sen.  Docs.  No.  62,  54th  Cong.,  and  sess.  (serial  No.  1460). 
pp.  22,  23. 

16  Except  the  Leavenworth  branch  of  the  Kansas  Pacific,  from  Leavenworth, 
Kansas,  to  Lawrence,  Kansas. 
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capital  stock  of  the  Union  Pacific  and  two  separate  series  of 
Union  Pacific  collateral  trust  bonds,  aggregating  over 
$1 1, 000, 000, 17  represented  expenditures  for  branches. 

Value  and  Importance  of  Branch  Lines 

This  branch  line  policy  was  at  one  time  the  subject  of  much 
adverse  criticism.  The  branches  were  not  covered  by  the  gov¬ 
ernment’s  lien,  and  their  net  earnings  were  not  subject  to  the 
25  per  cent  requirement  of  the  Thurman  Act.  Many  of  these 
branches  failed  to  earn  their  fixed  charges  and  thus  compelled 
the  Union  Pacific  to  make  good  the  defaulted  interest  on  their 
outstanding  securities.  The  charge  was  freely  made  that  the 
company’s  officials  were  interested  in  the  securities  of  these 
subsidiary  corporations,  and  were  employing  this  device  to 
divert  the  main  line’s  assets  and  earnings  away  from  the  main 
line  for  their  own  private  advantage.  It  was  frequently 
asserted  that  the  branch  lines  were  not  feeders  but  in  fact 
“suckers,”  and  that  the  policy  of  the  management  in  building 
branch  lines  was  seriously  impairing  the  government’s  security 
for  the  ultimate  repayment  of  its  advances  to  the  company. 
On  account  of  the  company’s  position  as  a  debtor  to  the  United 
States  government  this  question  of  auxiliary  and  branch  lines 
attracted  much  attention,  and  gave  rise  to  much  misappre¬ 
hension  and  exaggerated  statement,  especially  on  the  part  of 
persons  who  were  unfamiliar  with  practical  railroad  manage¬ 
ment. 

It  is  now  generally  recognized  that  it  is  the  local,  not  the 
through  business  which  constitutes  the  chief  source  of  a  rail¬ 
road  company’s  gross  receipts.  At  one  time  the  through  busi¬ 
ness  gave  to  the  Union  Pacific  a  very  much  larger  revenue 
than  the  local  business;  but  this  was  no  longer  the  case  in  the 
eighties.  In  1884  about  80  per  cent  of  the  company’s  earnings 
were  realized  from  local  traffic.18  As  a  consequence  of  increas- 

17  Not  all  of  these  collateral  trust  bonds  were,  however,  outstanding. 

18  Complete  figures  showing  the  relative  decrease  in  through  tonnage  and  the  relative 
increase  in  local  tonnage  are  published  in  the  company’s  annual  report  for  1884,  p.  14. 
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ing  competition  the  percentage  of  gross  earnings  derived  from 
through  business  declined  steadily  after  1880,  so  that  the 
Union  Pacific  became  more  and  more  dependent  upon  local 
traffic  for  support.  Local  traffic  is  developed  by  the  construc¬ 
tion  of  “feeder”  lines  to  tap  the  territory  which  would  be 
otherwise  too  far  distant  from  the  main  line  to  be  reached. 
Branch  lines  assist  the  development  of  territory  which  might 
otherwise  remain  undeveloped,  and  at  the  same  time  they 
secure  a  certain  amount  of  local  business  to  the  parent  railroad 
against  the  inroads  of  competing  lines. 

While  branch  lines  may  be  and  frequently  are  unprofitable 
when  considered  by  themselves,  they  may  notwithstanding  be 
a  source  of  great  profit  when  operated  in  conjunction  with  the 
main  line,  by  reason  of  the  interchanged  traffic  which  passes 
over  both  the  main  line  and  the  branch,  which  would  be  lost 
to  the  main  line  if  the  branch  did  not  exist.  It  is  the  profit 
in  this  interchanged  business  which  makes  a  system  of  branch 
lines  desirable.  Usually  the  net  earnings  of  a  branch  line  are 
relatively  very  much  less  than  the  net  earnings  of  the  main 
line.  The  cost  of  maintenance  of  way,  terminals,  and  other 
overhead  charges  falls  more  heavily  upon  the  branch  line 
whose  traffic  is  relatively  light,  than  such  expenses  do  upon  the 
main  line.  On  the  other  hand  the  branch  furnishes  inter¬ 
changed  business  to  the  main  line  which  would  be  otherwise 
lost. 

Suppose  the  Oregon  Short  Line  be  considered  as  an  illus¬ 
tration.  A  train  of  cars  from  the  east,  bound  for  local  points 
on  the  Oregon  Short  Line,  or  for  Pacific  Northwest  Coast 
points,  is  hauled  all  the  way  from  Omaha  to  Granger  on  the 
main  line  of  the  Union  Pacific.  The  profit  to  the  Union 
Pacific  from  this  long  haul  must  be  considered  in  estimating 
the  value  of  the  Oregon  Short  Line  to  the  Union  Pacific.  The 
local  earnings  of  the  Oregon  Short  Line  on  business  actually 
carried  over  its  track  by  no  means  represent  the  value  of  this 
road  as  a  feeder  to  the  Union  Pacific.  During  the  period  under 
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consideration,  in  the  eighties,  the  Oregon  Short  Line’s  bonds, 
on  which  interest  was  guaranteed  by  the  Union  Pacific,  were 
nearly  all  outstanding.  Interest  on  the  Oregon  Short  Line’s 
total  bond  issue  of  $14,495,000  amounted  to  $896,700.  From 
1883  to  1886  the  operation  of  the  Oregon  Short  Line  resulted 
in  an  annual  deficit  which  averaged  about  one-third  of  the 
road’s  annual  fixed  charges.  Notwithstanding  this  apparent 
deficit,  there  is  little  doubt  that  in  fact  this  road  was  a  positive 
advantage  to  the  Union  Pacific  by  way  of  business  which  was 
interchanged  between  the  Union  Pacific  and  the  Oregon  Short 
Line.  In  1887  the  president  of  the  Union  Pacific,  Charles 
Francis  Adams,  estimated  that  the  Oregon  Short  Line  was 
worth  to  the  main  line  about  $500,000  annually,  above  the 
defaulted  coupons  which  were  paid  by  the  Union  Pacific.19 
This  estimate  may  possibly  have  been  somewhat  exaggerated. 
Definite  figures  are  difficult  to  obtain,  as  for  many  years  no 
accurate  record  was  kept  from  which  the  effect  of  branch  line 
operation  upon  the  system’s  income  could  be  checked  up.  Later 
the  Charles  Francis  Adams  management  gathered  some  fairly 
accurate  statistics  for  the  year  1886,  from  which  it  appears 
that  in  that  year  the  operation  of  the  Oregon  Short  Line 
resulted  in  a  net  gain  to  the  Union  Pacific  of  $267, 742. 41. 20 

The  obligation  of  the  Union  Pacific  Railway  Company  to 
pay  the  interest  on  bonds  of  the  branch  roads  whose  net  earn¬ 
ings  were  insufficient  to  meet  this  interest  was  greatly  lessened 
by  the  fact  that  considerably  over  half  of  these  bonds  were 
already  in  the  Union  Pacific  treasury.  Out  of  a  total  issue  of 
$39,272,000  of  bonds  of  corporations  subsidiary  to  the  Union 
Pacific,  only  $15,079,000  were  afloat,  including  $12,300,000 
of  Oregon  Short  Line  bonds  outstanding  out  of  the  total  issue 
of  $i4,495,ooo.21  The  remainder,  over  $24,000,000,  were 
retained  in  the  Union  Pacific  treasury.  The  total  amount  of 
branch  line  stocks  and  bonds  which  were  owned  by  the  Union 


19  Pac.  Ry.  Com.  Test.,  p.  979,  testimony  of  C.  F.  Adams. 

20  Ibid.,  p.  899,  statement  submitted  by  Comptroller  Oliver  W.  Mink. 

21  Annual  Report,  1884. 
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Pacific  yielded  a  small  direct  annual  return  of  about  3  per  cent 
on  the  company’s  entire  investment  in  them,  not  including  such 
profits  as  the  main  line  realized  out  of  interchanged  traffic 
carried  over  it,  according  to  the  comptroller  of  the  Union 
Pacific,  Oliver  W.  Mink.  For  the  year  1886  Mink  prepared 
a  statement  from  which  it  appears  that  the  total  gross  earn¬ 
ings  of  the  Union  Pacific  Railway  from  this  interchanged 
traffic  alone  exceeded  $5,400,000,  leaving  out  of  account  the 
earnings  of  the  branch  lines  themselves.22  Mink  estimated  the 
expense  of  moving  this  traffic  at  about  40  per  cent.  Deducting 
this  40  per  cent,  the  profit  remaining  was  over  three  and  a 
quarter  million  dollars.  The  value  to  the  parent  company  of 
its  investments  in  branch  lines  seems  to  have  been  as  follows 


for  the  year  1886 :23 

Net  income  of  branch  lines .  $1,446,123.26 

60%  of  receipts  from  traffic  interchanged .  3,277,070.92 

Direct  and  indirect  income .  $4,723,194.18 

Interest  on  branch  line  bonds  afloat .  1,080,465.00 

Surplus,  gain  to  the  Union  Pacific .  $3,642,729.18 


The  collateral  trust  bonds  outstanding  in  March,  1887,  which 
represented  branch  line  investments,  were  as  follows  :24 

Total  Issue  Outstanding  in  March,  1887 


6  per  cents  of  1879 .  $5,270,000  $4,541,000 

5  per  cents  of  1883 .  6,000,000  4,567,000 


Interest  on  the  collateral  trust  bonds  outstanding  in  March, 
1887,  amounted  to  $460,810.  Deducting  this  sum  from  the 
above  figure,  it  appears  that  the  net  return  to  the  Union 
Pacific  from  its  branch  line  investments  was  in  1886  approxi¬ 
mately  $3,181,919.18,  or  about  8  or  9  per  cent  upon  their  cost. 

Unfortunately  there  is  no  way  in  which  the  accuracy  of 


22  Pac.  Ry.  Com.  Test.,  pp.  6 16,  619,  testimony  of  Mink. 

^  Ibid.,  p.  899,  statement  submitted  by  Mink.  These  figures  do  not  bear  out 
Mink’s  statement  that  the  investments  in  branch  lines  yielded  a  direct  annual  return  of 
about  3  per  cent  on  their  cost.  One  per  cent  would  be  a  nearer  estimate. 

24  Commercial  and  Financial  Chronicle,  Investor’s  Supplement,  March,  1887. 
Mink,  in  his  estimates,  took  no  account  of  the  interest  on  the  collateral  trust  bonds 
outstanding. 
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these  figures  can  be  checked  up;  but  whether  these  particular 
figures  are  correct  or  not,  practical  railroad  operation  has 
demonstrated  the  soundness  of  a  policy  of  branch  line  exten¬ 
sion.  There  is  hardly  an  important  railroad  in  the  country 
which  had  not  followed  this  policy,  as  the  map  of  any  great 
system  will  show.  To  be  sure,  a  number  of  decidedly  unprofit¬ 
able  branches  were  unloaded  on  the  Union  Pacific  by  Gould,  or 
came  into  the  system  as  a  result  of  an  error  of  judgment  on 
the  part  of  the  management.  The  policy  of  organizing  sub¬ 
sidiary  corporations  instead  of  building  branches  directly  was 
also  liable  to  abuse,  if  there  was  any  advantage  to  be  gained 
therefrom  by  the  officers  of  the  parent  company.  But  the 
sweeping  statement  that  the  auxiliary  line  system  of  the  Union 
Pacific  resulted  in  bleeding  the  main  line  for  the  benefit  of  the 
branches  is  not  borne  out  with  reference  to  the  system  as  a 
whole. 

Constructive  Mileage  Allowances  and  Net  Earnings 

Not  only  did  many  persons  believe  that  this  system  of 
branches  was  weakening  the  government’s  security  for  the  ulti¬ 
mate  collection  of  its  second  mortgage;  it  was  also  freely 
charged  that  one  other  feature  of  the  branch  line  policy 
diminished  the  company’s  annual  percentage  payments  toward 
the  Thurman  Act  sinking  fund.  This  feature  was  the  system 
of  constructive  mileage  or  arbitrary  allowances  which  the 
Union  Pacific  was  in  the  habit  of  making  to  its  branches.  It 
has  usually  been  the  custom  for  a  line  which  receives  the  great¬ 
est  relative  benefit  from  traffic  interchanged  to  make  certain 
allowances  upon  an  agreed  basis  of  division  to  the  line  which 
receives  the  least  relative  benefit  from  traffic  interchanged. 
Thus  where  a  through  rate  is  less  than  the  sum  of  the  local 
rates,  a  long  line  may  allow  a  short  line  a  greater  share  in  the 
division  of  the  through  rate  than  would  be  afforded  by  a  strict 
mileage  prorate,  or  even  by  a  prorate  per  rate;  for  the  shorter 
line  may  operate  at  such  a  disadvantage  that  it  carries  the 
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traffic  at  a  very  much  heavier  relative  expense  per  mile  than 
does  the  longer  line.  So  a  road  operating  under  peculiar 
physical  difficulties  might  receive  a  similar  arbitrary  allowance 
in  a  division  of  the  through  rate. 

For  example  the  mileage  divisions  from  New  York  to  San 
Francisco  are: 


Per  Cent 


Lines  east  of  Chicago .  29.43 

Chicago  to  the  Missouri  River .  14.82 

Pacific  roads  .  55-75 


But  the  Pacific  roads  operate  under  certain  physical  disad¬ 
vantages.  Therefore  in  1887  the  through  rates  were  actually 
divided  :25 


Per  Cent 


Lines  east  of  Chicago .  20 

Chicago  to  the  Missouri  River .  12 

Pacific  railroads  .  68 


The  Union  Pacific  itself  adopted  the  same  principle  with 
reference  to  its  subsidiary  companies,  and  as  a  consequence 
the  net  earnings  of  the  main  line  as  they  were  reported  each 
year  were  less  than  they  would  have  been  had  these  construc¬ 
tive  mileage  or  arbitrary  allowances  not  been  made.  The  prac¬ 
tice  would  have  made  virtually  no  difference  since  the  branch 
lines  were  owned  by  the  parent  company;  but  whatever  allow¬ 
ances  were  so  made  to  the  auxiliary  roads  escaped  the  25  per 
cent  requirement  of  the  Thurman  Act,  as  this  act  applied  only 
to  the  subsidized  portion  of  the  road.  The  system  of  construc¬ 
tive  mileage  or  arbitrary  allowances  was  freely  denounced  as 
a  device  for  evading  the  percentage  clause  of  the  law,  and 
therefore  a  fraud  upon  the  government;  and  while  the  ques¬ 
tion  of  whether  such  allowances  should  properly  be  deducted 
in  order  to  arrive  at  the  amount  of  the  main  line’s  net  earnings 
was  never  passed  upon  by  any  court,  it  was  believed  by  many 
that  such  allowances  should  be  subject  to  a  tax  of  25  per  cent. 


*  Pac.  Ry.  Com.  Test.,  p.  1443,  testimony  of  T.  L.  Kimball. 


HISTORY  OF  THE  UNION  PACIFIC 


190 


It  seems,  however,  that  the  annual  percentage  payments  of 
the  company  to  the  government  were  as  a  matter  of  fact 
increased  by  the  constructive  mileage  system ;  for  although  the 
percentage  on  allowances  made  by  the  Union  Pacific  to  its 
subsidiary  companies  was  lost  to  the  government,  allowances 
made  to  the  Union  Pacific  by  roads  east  of  Omaha  were 
included  in  calculating  the  annual  percentage.  Thus  for  the 
month  of  July,  1886,  the  effect  on  the  government’s  25  per 
cent  seems  to  have  been  as  follows  :26 

Under  a  mileage  prorate  the  interchanged  business  would 
have  been  divided : 

Eastern  roads  .  $472,187.13 

Union  Pacific  main  line . 391,989.74 

By  the  constructive  mileage  arrangement  the  division  was : 

Eastern  roads  . $344,587.83 

Union  Pacific  main  line .  470,450.33 

Thus  the  Union  Pacific  gained  the  sum  of  $78,460.59,  all  or 
substantially  all  of  which  was  subject  to  the  25  per  cent  gov¬ 
ernment  assessment.  During  the  same  month,  July,  1886,  the 
Union  Pacific  divided  its  through  rates  to  points  on  its  auxil¬ 
iary  lines  in  such  a  way  that  the  branch  lines  received 
$284,804.20  instead  of  $245,873-89*  amount  they  would 
have  received  under  a  mileage  prorate.  Thus  the  net  earn¬ 
ings  of  the  Union  Pacific  for  the  month  of  July,  1886,  were 
diminished  by  only  $38,930.31  through  the  constructive  mile¬ 
age  allowances  which  the  parent  line  made  to  its  branches.27 
1  here  is  no  evidence  to  show  that  these  allowances  were  exces¬ 
sive,  or  greater  than  the  usual  divisions  between  independent 
roads.28 

The  uneasiness  in  regard  to  the  practice  of  making  con¬ 
structive  mileage  allowance,  and  the  sweeping  criticisms  of  the 


28  ^ac-  Ry-  Com.  Test.,  p.  3962,  tables  submitted  by  O.  W.  Mink,  Comptroller  of 
the  company.  * 

J‘  In  1887  President  Adams  declared  that  as  the  government  received  the  benefit 
ot  a  percentage  on  allowances  made  to  the  Union  Pacific  main  line,  the  fact  that  the 
company  subtracted  from  its  net  earnings  the  allowances  it  made  to  its  branches  should 
not  be  criticized  as  an  attempt  to  evade  the  law.  (Pac.  Ry.  Com.  Test.,  p.  613.) 
in  this  point  see  the  Report  of  the  Government  Directors  for  1882. 
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company’s  branch  line  policy  without  discriminating  between 
extensions  which  were  made  in  good  faith  for  the  purpose  of 
developing  the  country  and  benefiting  the  main  line,  and 
branch  roads  which  were  unloaded  on  the  Union  Pacific  by  its 
directors  furnishes  an  example  of  the  impractibility  of  levying 
upon  the  net  earnings  of  a  railroad  company.  It  is  not  strange, 
in  view  of  the  company’s  general  policy  during  the  first  fifteen 
or  twenty  years  of  its  history,  that  there  should  be  this  prev¬ 
alent  misapprehension  in  reference  to  its  branch  lines,  even 
though  this  widespread  belief  that  the  auxiliary  line  system 
as  a  whole  was  a  private  money-making  device  for  the  road’s 
managers  seems,  except  in  a  few  instances,  to  have  been  with¬ 
out  foundation. 

Unprofitable  Branches;  Unrestrained  Competitive  Railroad 

Building 

There  were,  however,  several  conspicuous  examples  of 
unfortunate  branch  lines.  The  St.  Joseph  and  Western,  which 
Gould  had  unloaded  on  the  company  in  the  course  of  the  con¬ 
solidation  of  1880,  proved  to  be  a  heavy  burden.  This  road 
was  subsequently,  in  1885,  abandoned  to  the  bondholders.  A 
reorganization  followed,  but  the  Union  Pacific  was  the  chief 
bondholder  and  therefore  was  able  to  retain  control  of  it. 
After  the  road  was  reorganized  its  operation  was  more  suc¬ 
cessful.  Its  name  was  changed  to  the  St.  Joseph  and  Grand 
Island  Railway  Company.29  The  Kansas  Central  road,  which 
had  come  into  the  system  at  the  same  time,  was  another  branch 
which,  by  reason  of  the  fact  that  it  was  a  narrow-gauge 

28  The  original  St.  Joseph  and  Denver  road  ran  from  a  point  opposite  St.  Joseph, 
Missouri,  to  Hastings,  Nebraska.  Hastings  was  connected  with  Grand  Island,  a 
station  of  the  main  line  of  the  Union  Pacific,  by  the  Hastings  and  Grand  Island  road. 
In  1877  the  St.  Joseph  and  Denver  was  reorganized.  The  property  was  divided  and 
from  that  time  until  1880  it  was  operated  by  two  companies,  the  St.  Joseph  and  Pacific, 
and  the  Kansas  and  Nebraska.  These  two  last  named  companies  were  about  1880  con¬ 
solidated  into  the  St.  Joseph  and  Western.  After  Charles  Francis  Adams  became 
president  of  the  Union  Pacific,  in  1884,  the  St.  Joseph  and  Western  was  reorganized, 
and  the  reorganized  company  was  consolidated  with  the  Hastings  and  Grand  Island, 
and  with  the  St.  Joseph  Bridge  Company.  The  new  company,  owning  a  road  from  St. 
Joseph,  Missouri,  to  Grand  Island,  Nebraska,  became  known  as  the  St.  Joseph  and 
Grand  Island  Railway.  (See  Pac.  Ry.  Com.  Test.,  p.  64,  testimony  of  C.  F.  Adams; 
p.  338,  testimony  of  James  M.  Ham;  p.  264,  testimony  of  William  Bond.) 
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road,  was  for  a  long  time  of  very  doubtful  value  to  the  Union 
Pacific.30  There  were  three  other  branches  in  Kansas  and 
several  lines  in  Colorado  which  appear  to  have  been  especially 
poor  investments. 

The  period  of  the  eighties  was  a  period  of  unrestrained 
railroad  competition,  which  encouraged  much  unnecessary 
railroad  construction.  It  was  a  time  of  speculative  railroad 
building,  when  roads  were  built  far  in  advance  of  the  ability 
of  the  regions  through  which  they  passed  to  support  them. 
There  was  much  unwarranted  paralleling  of  roads,  where  per¬ 
haps  one  road  was  all  that  there  was  room  for.  This  develop¬ 
ment  was  especially  pronounced  in  the  west.  In  1886  Kansas 
led  the  other  states  of  the  Union  in  railroad  construction; 
1,678.04  miles  of  new  railroad  were  built  during  that  year 
within  the  borders  of  the  state.  In  the  same  year  Nebraska 
ranked  third,  with  628.08  miles  of  new  railroad.31  Competi¬ 
tion  was  becoming  keener,  and  the  Union  Pacific,  in  order  to 
protect  its  territory,  was  compelled  at  times  to  extend  feeders 
in  the  states  of  Kansas  and  Nebraska,  which  might  have  other¬ 
wise  been  unnecessary  and  unwarranted. 

The  auxiliary  lines  which  made  up  the  Union  Pacific  sys¬ 
tem  may  be  classed  as  either  agricultural  or  mineral.  The 
former  were,  generally  speaking,  in  Kansas  and  Nebraska,  the 
latter  in  states  farther  west.  The  business  of  the  agricultural 
lines  increased  steadily  as  the  country  developed,  even  though 
such  lines  may  have  been  originally  constructed  in  advance  of 
the  country’s  needs,  and  even  though  their  traffic  was  in  many 
cases  very  light  when  they  were  first  built,  while  the  mineral 
roads  were  largely  speculative.  A  line  built  to  serve  a  particu¬ 
lar  mining  locality  carries  a  tremendous  volume  of  traffic  so 
long  as  the  mines  remain  productive;  but  it  has  no  other  sup¬ 
port,  and  if  the  mines  “peter  out”  the  business  of  the  line 
collapses.  The  Union  Pacific  built  or  acquired  a  number  of 


80  ^>a.<r-  Com.  Test.,  p.  76,  testimony  of  C 
gauge  a  first-class  nuisance.”  (Ibid.,  p.  78.) 


F.  Adams,  who  called  the  narrow 
fromVo£.R&„^^  b*  «h'  commissioner,  compiled 
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such  speculative  mineral  branches.  The  speculative  character 
of  these  mineral  lines  may  be  illustrated  by  the  fluctuations  in 
the  net  earnings  of  three  of  the  better  mineral  lines  from  1880 
to  1886,  inclusive:32 


Year  Utah  and  Northern 

1880  $552,416.86 

1881  602,618.77 

1882  905,308.37 

1883  778, 680.60 

1884  884,947.03 

1885  288,935.00 

1886  459,418.00 


Echo  and  Park  City  Utah  Central 


$34,093-30 

38,966.88 
36,34577 
53,353-45 
13,599-97 
5,660.1 7 


$1,638,545.23 

597,705.52 

483,431.85 

287,853.55 

312,964.69 


The  Denver,  South  Park  and  Pacific 

The  poorest  branch  line  investment  in  the  whole  system 
was  probably  the  Denver,  South  Park  and  Pacific  road,  a 
narrow-gauge  mineral  line,  in  Colorado.  During  the  “boom” 
period  in  Colorado  in  the  late  seventies,  some  Colorado  inter¬ 
ests  projected  this  line  from  Denver  west.  The  road  was  first 
built  from  Denver  to  Buena  Vista,  Colorado,  a  distance  of 
about  1 50  miles.  The  work  was  under  three  construction  con¬ 
tracts  with  three  successive  construction  companies.33  In  1878, 
while  the  construction  was  still  unfinished,  Gould  took  an  in¬ 
terest  in  the  third  construction  company.  He  received  soon 
afterward  a  dividend  of  $571,600  in  stock  of  the  railway 
company  upon  his  construction  company  stock.  The  par  value 
of  the  entire  capital  stock  of  the  Denver,  South  Park  and 
Pacific  road  was  $3,500,000,  and  the  entire  issue  was  distrib¬ 
uted  as  a  bonus  to  the  contractors.  The  actual  cost  of  con¬ 
struction  was  represented  by  the  bond  issue,  which  amounted 
to  $12,000  a  mile.34 

In  November,  1880,  Gould  decided  for  some  reason  to 
buy  this  road.  After  some  negotiation  with  the  Denver  cap¬ 
italists  who  controlled  about  two  and  a  half  millions  of  the 
capital  stock,  Gould  purchased,  in  addition  to  the  shares  he 


82  Compiled  from  the  Annual  Reports  of  the  Union  Pacific  Railway. 
88  Pac.  Ry.  Com.  Test.,  p.  1736,  testimony  of  Charles  Wheeler. 

84  Ibid.,  p.  1781,  testimony  of  Wheeler. 
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already  owned,  25,908  shares,  par  value  $2,590,800.  The  price 
paid  was  par.  It  seems  that  the  Denver  and  Rio  Grande  in¬ 
terests  were  anxious  at  the  same  time  to  obtain  control  of  the 
South  Park  road.  Ex-Governor  John  Evans  of  Colorado, 
who  represented  the  men  then  in  control,  succeeded  in  playing 
off  against  one  another  the  Gould  interests  and  the  Rio  Grande 
interests,  and  it  was  in  this  way  that  he  and  his  associates 
were  able  to  obtain  this  high  price  for  their  shares  of  South 
Park  stock.35  -  . 

At  first  there  were  indications  that  this  South  Park  road 
was  to  enjoy  great  prosperity.  Its  earnings  were  large.  The 
mining  “boom”  enabled  it,  in  1879  and  1880,  to  meet  the  in¬ 
terest  on  its  bonds  with  ease  and  to  pay  a  5  per  cent  dividend 
upon  its  stock  which  had  been  issued  as  a  gratuity.36  But  this 
prosperity  was  short-lived.  The  “boom”  declined  rapidly 
toward  the  close  of  1880.  It  seems  that  as  early  as  January 
7,  1881,  Gould  ascertained  that  the  business  of  the  South 
Park  road  was  showing  a  sudden  and  an  alarming  falling 
off.37  Gould  evidently  determined  to  run  no  risks,  for  he  lost 
no  time  in  unloading  the  bulk  of  his  Denver,  South  Park  and 
Pacific  stock  on  the  Union  Pacific.  An  entry  in  his  account 
current  with  the  Union  Pacific  Railway  shows  that  on  Janu¬ 
ary  2 5,  1881,  he  sold  30,993  shares,  par  value  $3,099,300,  of 
South  Park  stock,  practically  his  entire  holdings,  to  the  Union 
Pacific,  and  that  for  these  30,993  shares  he  received  par.38 
In  this  way  the  Denver,  South  Park  and  Pacific  road  became 
a  part  of  the  Union  Pacific  system. 

The  South  Park  road  had  for  a  time  a  trackage  agree¬ 
ment  with  the  Denver  and  Rio  Grande  for  the  use  of  the  lat¬ 
ter’s  track  from  Buena  Vista  to  Leadville,  Colorado;  but  early 
in  the  decade  from  1880  to  1890  this  trackage  agreement  was 

of  Jd^  Evans.'  C°m‘  TeSt"  P‘  697’  testimony  of  F-  L-  AmesJ  PP-  1852-54,  testimony 

Ibid.,  p.  1851,  testimony  of  John  Evans. 

7  Ibid.,  p.  1859,  letter  of  Evans  to  Gould. 

Ibid.,  pp.  962-69,  especially  p.  969,  copy  of  account;  see  also  pp.  591-95. 
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terminated.39  The  Union  Pacific  thereupon  extended  the 
South  Park  road  to  Leadville.  An  extension  was  also  built 
from  Buena  Vista  to  Gunnison,  in  central  Colorado.  The 
Union  Pacific  received  new  securities  of  the  South  Park  road 
in  return  for  this  additional  construction,  and  in  this  way  it 
acquired  more  shares  of  capital  stock  and  an  issue  of  con¬ 
solidated  mortgage  bonds  which  covered  the  entire  South  Park 
road,  but  which  were  subject  to  the  first  mortgage  of  $1,800,- 
000  on  the  first  150  miles.  From  the  books  of  the  Union 
Pacific  it  appears  that  the  entire  South  Park  line,  including 
the  line  from  Denver  to  Leadville  and  the  branch  to  Gunni¬ 
son,  cost  the  Union  Pacific  nearly  $9,000,000,  as  the  follow¬ 
ing  table  indicates  :40 


30,993  shares  of  stock  bought  from  Gould .  $3,099,300.00 

30,358  shares  issued  for  additional  construction  cost .  1,265,412.49 

$2>797>°°o  of  consolidated  mortgage  bonds  issued  for  additional 

construction  cost  .  2,746,905.86 

$1,800,000  of  first  mortgage  bonds  subject  to  which  the  pur¬ 
chase  was  made .  1,800,000.00 


Total  cost  to  Union  Pacific  of  South  Park  road .  $8,911,618.35 


For  some  reason  the  Leadville  extension  was  so  located  that 
the  line  crosses  the  Continental  Divide  twice,  notwithstanding 
the  fact  that  Leadville  is  on  the  east  slope.  One  of  these  passes 
is  about  10,000  feet  in  elevation,  the  other  is  over  11,000  feet 
in  elevation.  The  line  was,  and  still  is,  known  as  the  “High 
Line.”  Its  operation  was  expensive  because  of  the  steep  grades 
and  the  heavy  snow  fall.  The  road  did  not  succeed  in  regain¬ 
ing  the  Leadville  traffic,  the  bulk  of  which  now  went  over  the 
Denver  and  Rio  Grande;  there  was  no  local  agricultural  busi¬ 
ness  to  sustain  the  line;  many  of  the  mines  along  the  line 
“petered  out”  and  were  abandoned;  its  operation  resulted  in 
an  increasing  annual  deficit ;  and  in  a  very  short  time  after  it 
was  acquired  by  the  Union  Pacific  it  became  hopelessly  in- 


30  Ibid.,  p.  1859,  testimony  of  Evans. 
40  Pac.  Ry.  Com.  Rep.,  p.  65. 
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solvent.  Interest  upon  the  South  Park  bonds  which  were 
afloat  averaged  about  $130,000.00  annually.  The  operation 
of  the  South  Park  road  from  1880  to  1884,  inclusive,  showed 
the  following  result.41 


Year  Net  Earnings 

1880 . $996,621.49 

lg8i .  309,757.28 

1882  .  377,469.60 

1883  .  48,748.29 

*884 . —  293,993.22  (deficit) 


The  South  Park  road  has  been  dwelt  upon  because  it  was  a 
conspicuous  though  not  the  only  example  of  western  speculative 
railroad  building  of  the  period.  Charles  Francis  Adams  has 
remarked  that  in  no  other  state  has  there  been  so  much  ill- 
advised  speculation  in  railroads  as  in  Colorado.42  It  would  be 
a  mistake,  however,  to  suppose  that  because  there  were  a  num¬ 
ber  of  such  unfortunate  branches  in  the  Union  Pacific  system, 
some  of  which  were  unloaded  on  the  company,  some  of  which 
were  built  as  speculation,  that  the  branch  line  policy  as  a  whole 
was  a  mistake  from  a  financial  standpoint,  or  that  the  auxiliary 
and  branch  lines  merely  served  the  purpose  of  diverting  the 
road’s  earnings  into  improper  channels  so  as  to  have  the  effect 
of  weakening  the  government’s  securities  for  the  ultimate  re¬ 
payment  of  its  advances  to  the  Union  Pacific. 


APPENDIX  TO  CHAPTER  VIII 


List  of  Subsidiary  Corporations  in  the  Union  Pacific 

System,  1884 


Colorado  Central  Railroad 
Denver  and  Boulder  Valley  Rail¬ 
road 

Denver,  South  Park  and  Pacific 
Railway 


Echo  and  Park  City  Railway 
Golden  Boulder  and  Caribou  Rail¬ 
way 

Junction  City  and  Fort  Kearney 
Railway 


41  Annual  Reports  of  the  Union  Pacific. 

“Annual  Report  for  1884.  The  portion  of  the  South  Park  road  running  to  Gunni- 

“Hi^hST  h  S°  u”pro{JtabIe  that  !n  recent  years  it  has  been  abandoned.  Parts  of  the 
High  Line  have  also  been  at  various  times  abandoned  temporarily. 


AUXILIARY  AND  BRANCH  LINES 


197 


Kansas  Central  Railway 
Lawrence  and  Emporia  Railway 
Marysville  and  Blue  Valley  Rail¬ 
way 

Omaha  and  Republican  Valley 
Railway 

Omaha,  Niobrara  and  Black  Hills 
Railway 


Oregon  Short  Line  Railway 
Salina  and  Southwestern  Railway 
Solomon  Railroad 
Utah  and  Northern  Railway 
Montana  Railway 
Georgetown,  Breckenridge  and 
Leadville  Railway 


CHAPTER  IX 


THE  ADMINISTRATION  OF 

ADAMS 


CHARLES  FRANCIS 


Apparent  Prosperity  after  Consolidation  of  1880 

The  first  three  years  following  the  consolidation  of  1880 
were  years  of  great  apparent  prosperity  for  the  Union  Pacific 
Railway.  Earnings  were  large.  Notwithstanding  the  com¬ 
pany’s  greatly  increased  capitalization,  it  continued  to  pay 
dividends  upon  its  stock  at  the  rate  of  1^  per  cent  each  quarter, 
or  6  per  cent  per  annum;  and  in  the  spring  of  1881  the  quar¬ 
terly  dividend  rate  was  increased  to  1 Per  cent,  or  7  Per  cent 
per  annum. 

During  the  previous  decade  the  Kansas  Pacific  had  been 
the  only  competitor  of  the  Union  Pacific.  The  consolidation 
put  an  end  to  this  competition;  and  although  other  lines  were 
being  rapidly  extended  westward,  it  was  not  until  about  1883 
that  the  completion  of  a  number  of  competing  lines  began  to 
make  serious  inroads  into  the  earnings  of  the  Union  Pacific. 
After  the  consolidation,  rates  were  for  a  time  better  maintained 
than  before.  The  average  rate  per  ton  per  mile  on  the  Union 
Pacific  main  line  advanced  from  1.70  cents  in  1879  to  i-8i 
cents  in  1880,  and  upon  the  Kansas  Division  the  average  rate 
advanced  from  2.09  cents  in  1879  to  2.39  cents  in  1880.1  In 
1881  and  1882  average  rates  on  the  Kansas  Division  advanced 
still  higher,  while  on  the  main  line  average  rates  declined 
slightly  from  the  rate  in  1880. 2  The  low  competitive  rates 

1  Annual  Reports. 

3  The  figures  for  four  years  are,  in  cents: 


Year  Union  Division  Kansas  Division 

1879  .  1.70  2. 09 

1880  .  1.89  2.39 

1881  . . .  1. 81  2.56 

1882  .  1.74  2.63 
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between  Colorado  and  the  Missouri  River  yielded  to  higher 
uniform  rates,  with  a  corresponding  effect  on  the  earnings  of 
both  the  Union  Pacific  main  line  and  the  Kansas  Division  of 
the  Union  Pacific. 

But  this  was  not  the  only  factor  which  contributed  to  the 
road’s  prosperity  during  these  years.  The  period  of  the  early 
eighties  was  one  of  feverish  speculative  activity.  The  nation 
had  recovered  from  the  effects  of  the  panic  of  1873  and  was 
passing  through  a  “boom”  period.  Land  speculation  and  specu¬ 
lation  in  mines  were  general  throughout  the  west.  Lands  in 
western  Nebraska  and  Kansas  which  had  formerly  been  sup¬ 
posed  unsuitable  for  agricultural  purposes  were  now  advertised 
as  valuable  farm  lands.  The  inviting  literature  of  land  com¬ 
panies,  or  of  the  land  departments  of  the  land  grant  railways, 
assured  prospective  purchasers  that  the  old  notion  that  land 
west  of  the  hundredth  meridian  was  a  barren  desert  was  untrue, 
and  that  as  a  matter  of  fact  the  western  prairie  was  an  ex¬ 
tremely  fertile  agricultural  region.  Alluring  circulars  telling 
of  the  marvelous  productivity  of  this  region  induced  many 
persons  to  migrate  to  the  west.  This  was  particularly  so  in 
the  case  of  Kansas.  Right  at  this  time  a  succession  of  several 
years  of  unusually  heavy  rainfall  gave  color  to  the  frequently 
asserted  theory  that  the  climate  was  changing.* 3  Western  Ne¬ 
braska  and  Kansas  attracted  many  agricultural  settlers;  while 
mining  speculation  was  active  farther  west. 

The  increasing  earnings  of  the  Union  Pacific  system  are  a 
good  index  of  this  agricultural  and  mineral  boom.  In  1880, 
1881,  and  1882  the  earnings  of  the  entire  system  (including 
auxiliary  lines)  were:4 


Year  Gross  Earnings 

1880  . $25,066,893.77 

1881  .  28,971,250.27 

1882  .  29,430,318.70 


Net  Earnings 
$12,944,954.11 
13,131,170.26 
14,188,357.32 


.  this  P°int  see  especially  the  report  of  the  Government  Director*  for  1870 

(serial  No.  2336,  p.  158). 

4  Annual  Reports  of  the  Union  Pacific. 
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Another  indication  of  the  economic  condition  of  the  coun¬ 
try,  especially  of  the  west,  appears  in  the  large  sums  which  the 
Union  Pacific  expended  in  branch  line  construction.  In  1880 
the  Union  Pacific  expended  nearly  $4,000,000  for  this  purpose ; 
in  1881,  over  $7,500,000;  in  1882,  over  $9,250,000;  and  in 
1883  nearly  $8,ooo,ooo.5 

The  stock  market  reflected  the  national  fever  for  specu¬ 
lation.  Union  Pacific  bonds  commanded  premiums  of  from  15 
to  25  per  cent.  The  stock,  which  was  quoted  in  the  neighbor¬ 
hood  of  par  late  in  1880,  advanced  steadily  until  it  reached 
13l *H  on  July  2,  1881.  This  high  market  value  of  Union 
Pacific  securities  was  due  not  alone  to  the  company’s  large 
earnings  and  its  reputation  as  a  regular  dividend-payer,  but 
was  partly  due  to  the  universally  high  prices  at  which  all 
securities  were  then  being  quoted  on  the  stock  market.8 

Opening  of  Competing  Lines;  Decline  of  Earnings 

Periods  of  feverish  speculative  activity  generally  yield  to 
periods  of  depression.  The  speculative  boom  subsided  toward 
the  fall  of  1883,  and  in  May,  1884,  the  failure  of  the  house 
of  Grant  and  Ward  precipitated  a  mild  panic.  Prices  fell  and 
a  period  of  moderate  depression  followed. 

As  early  as  1883  there  were  not  wanting  indications  that 
the  abnormal  prosperity  of  the  Union  Pacific  was  soon  to  end. 
It  was  dependent  upon  the  continuance  of  conditions  which 
could  not  be  permanent.  The  fact  that  this  speculative  boom 
period  of  the  early  eighties  came  to  an  end  was  not  the  only 
reason  why  the  prosperity  of  the  Union  Pacific  was  threatened. 
The  very  fact  that  this  was  a  period  of  speculation  and  busi- 

6  Pac.  Ry.  Com.  Test.,  p.  3970,  reports  of  accountants. 

•  An  interesting  comment  upon  the  stock  market  situation  appeared  in  the  New 
York  Mail  on  June  3,  1881,  in  a  published  interview  with  Cyrus  W.  Field,  the  pro¬ 
jector  of  the  first  Atlantic  Cable:  “There  will  certainly  be  a  panic.  How  soon  I  do  not 

know,  but  the  longer  it  is  delayed  the  worse  it  will  be  when  it  comes . Can  any 

sane  person  believe  that  this  condition  of  things  can  continue  when  stocks  are  seen 
rising  in  the  market  several  per  cent  daily?  ....  I  have  hardly  seen  a  sane  person 
since  my  return  from  Europe.  Speculation  is  making  people  crazy.  Why,  when  I 
went  to  Delmonico’s  for  lunch  this  afternoon,  I  saw  a  throng  of  pale  and  anxious  men 
congregated  about  a  stock  indicator,  watching  it  as  if  it  had  been  the  pulse  of  a  dying 
friend.  It  was  a  melancholy  sight.  Speculation  is  carried  to  an  extreme  which  is 
sheer  madness.” 
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ness  expansion  encouraged  the  construction  of  new  railroads 
which  endangered  the  Union  Pacific’s  monopoly. 

While  the  Union  Pacific  was  expanding  to  the  northwest 
and  to  Montana,  in  Colorado,  and  elsewhere,  other  railroads 
were  building  westward  with  great  rapidity.  In  1881  the 
Southern  Pacific  was  completed  from  the  Pacific  Coast  to 
Deming,  New  Mexico,  where  it  met  the  Atchison,  Topeka,  and 
Santa  Fe  road  which  connected  Deming  with  Kansas  City. 
By  the  junction  of  these  two  roads  a  second  transcontinental 
line  was  formed.  Already,  in  1880,  the  Denver  and  Rio 
Grande  had  completed  its  narrow-gauge  line  from  Denver  to 
Ogden.  For  a  time,  however,  the  competition  of  these  two 
lines,  one  from  Denver  to  Ogden,  the  other  a  transcontinental 
line  from  Kansas  City  to  the  Pacific  Coast,  was  not  serious 
to  the  Union  Pacific.  Any  loss  that  was  sustained  by  the 
Union  Pacific  in  the  through  overland  business  was  more  than 
offset  by  the  increase  in  local  traffic.7  The  Rio  Grande’s  effec¬ 
tiveness  as  a  competitor  was  less  than  it  would  have  been  had 
it  been  a  standard-gauge  line.  It  was,  moreover,  until  1882 
dependent  upon  the  Union  Pacific  lines  for  an  outlet  to  the 
east.  In  the  spring  of  1882,  however,  the  Burlington  road 
reached  Denver.  The  Burlington,  in  conjunction  with  the 
Rio  Grande,  paralleled  the  Union  Pacific  throughout  its  entire 
length,  that  is  to  say,  from  the  Missouri  River  to  Ogden.  In 
1883  the  Northern  Pacific  line  was  completed,  and,  as  a  conse¬ 
quence,  not  only  the  Pacific  Coast  business,  but  also  the  Mon¬ 
tana  business  of  the  Union  Pacific  was  affected.  In  the  same 
year,  1883,  the  Atlantic  and  Pacific  (now  a  part  of  the  Santa 
Fe  system)  was  finished  from  a  connection  with  the  Santa 
Fe  line  at  Albuquerque  to  the  Pacific  Coast.  In  1883  also  the 
Southern  Pacific  “Sunset”  line  was  completed  from  Deming, 
New  Mexico,  to  New  Orleans.  Where  there  had  been  origi¬ 
nally  only  one  overland  road  there  were  now  four— the  North¬ 
ern  Pacific,  the  Union  Pacific-Central  Pacific,  the  Santa  Fe- 

7  Annual  Report  of  the  Union  Pacific  for  1881,  p.  9. 
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Atlantic  and  Pacific,  and  the  Southern  Pacific.  During  the 
same  years,  that  is  to  say  in  the  first  half  of  the  decade  from 
1880  to  1890,  the  extension  in  Nebraska  and  Kansas  of  the 
Burlington  on  the  south  and  the  Northwestern  on  the  north 
began  to  cut  into  the  Union  Pacific  s  local  business. 

About  the  same  time  there  was  a  heavy  falling  off  in  min¬ 
eral  production,  which  had  hitherto  been  an  important  source 
of  revenue  to  the  Union  Pacific.  In  Colorado,  where  the 
Union  Pacific  had  built  or  acquired  an  extensive  system  of 
branches  to  serve  mining  localities,  the  mining  boom  collapsed. 
It  happened,  too,  that  about  1883  the  Horn  silver  mines  at 
Frisco,  in  southern  Utah,  which  had  been  furnishing  a  large 
volume  of  traffic  to  the  Union  Pacific,  gave  out. 

The  inevitable  consequence  of  the  construction  of  new 
roads  and  of  unrestrained  competition  was  the  decline  of  com¬ 
petitive  rates.  Railway  tariffs  were  also  in  many  cases  arbi¬ 
trarily  reduced  by  state  laws.  Even  during  the  seventies  rates 
had  declined  somewhat,  with  occasional  upward  fluctuations, 
but  after  1882  the  declining  tendency  of  rates  became  very 
much  more  marked.  The  average  rates  per  ton  per  mile  from 
1882  to  1884,  inclusive,  were:8 9 


Year 

Union  Division 

Kansas  Division 

Consolidated  Line 

System 

1882 

1-74 

2.63 

1.89 

2.21 

1883 

1.63 

2.08 

1-73 

2.05 

1884 

1.40 

1.81 

i.5i 

1.80 

In  the  company’s  annual  reports  the  decline  in  rates,  espe¬ 
cially  competitive  rates,  is  frequently  referred  to  as  an  impor¬ 
tant  factor  in  bringing  about  a  marked  reduction  in  earnings. 

The  gross  earnings  of  the  Union  Pacific  system,  including 
auxiliary  lines,  declined  from  $29,430,318.70  in  1882,  to 
$28,629,222.80  in  1883,  while  net  earnings  fell  off  from  $14,- 
188,357.32  to  $I2,484,882.99.10  This  decrease  was  particu¬ 
larly  marked  in  the  last  six  months  of  1883.  Toward  the  close 


8  Pac.  Ry.  Com.  Test.,  p.  85,  testimony  of  C.  F.  Adams. 

8  Annual  Reports  of  the  Union  Pacific. 

10  Ibid. 
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of  the  year  1883  the  company’s  floating  debt  began  to  assume 
dangerous  proportions.  As  a  consequence  of  investments  in 
branch  lines  the  gross  floating  debt  of  the  Union  Pacific  had 
reached  over  $10,500,000  in  June,  1882;  while  the  company’s 
quick  assets,  including  cash,  accounts  receivable,  and  securi¬ 
ties  in  its  treasury,  amounted  to  about  $6,ooo,ooo.11  Early  in 
1883  the  company  issued  $5,000,000  of  5  per  cent  collateral 
trust  bonds  to  retire  this  debt;12  but  the  relief  so  afforded  was 
only  temporary,  and  the  following  year  the  debt  began  again 
to  rise.  The  net  floating  debt  at  the  close  of  the  year  1883 
was  $3,482,655.96,  and  three  months  later  the  debt  exceeded 
$5>25°>°oo  after  the  proper  offsets  had  been  subtracted.13 


End  of  Gould  Control 


By  1883  Jay  Gould  had  unloaded  his  Union  Pacific  stock 
on  the  public,  and  his  connection  with  the  road  as  a  director 
ceased  in  that  year.  The  company  had  a  reputation  as  a 
regular  dividend-payer,  and  its  securities  had  attracted  many 
small  investors.  From  a  statement  which  was  printed  in  the 
company’s  report  for  1884  it  appears  that  the  great  bulk  of 
the  stock  was  now  held  by  small  investors,  women  and  trus¬ 
tees.14  Most  of  these  stockholders  had  paid  high  prices,  rang¬ 
ing  from  par  to  13 1,  for  their  shares.  Charles  Francis  Adams, 
who  was  then  president  of  the  Union  Pacific,  estimated  that 
by  this  time  only  about  one-sixth  of  the  company’s  stock  was 
held  on  “Wall  Street  account.”  Adams  is  also  authority  for 
the  statement  that  in  1885  not  one  stockholder  in  ten  held 
stock  at  the  time  of  the  consolidation  of  1880. 15 


The  first  half  of  the  year  1884  was  disastrous  for  the 
Union  Pacific.  In  April  of  that  year  the  quarterly  dividend 
was  declared  as  usual,  but  it  was  paid  out  of  the  company’s 


12  rnP-’  Report  of  the  Government  Directors  for  1882. 

tw  Chron.  36:454  (1883).  The  total  authorized  issue  was  for  $6,000,000.  (See  Sen. 
Docs  No.  62  54th  Cong.,  2nd  sess.  (serial  No.  3469),  p.  23. 

13  Annual  Report  for  1884,  p.  13.  *  J 

14  Ibid.,  p.  hi. 

15  Remarks  before  the  Pacific  Railroad  Committee  of  the  House,  printed  in  the 

company’s  Annual  Report  for  1885,  p.  147.  *  c 
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accumulated  surplus.  The  system’s  net  earnings,  which  had 
amounted  to  nearly  $12,500,000  in  1883,  amounted  to  $3,296,- 
230.86  for  the  first  six  months  of  1884;  that  is,  they  were 
at  the  rate  of  about  $6,500,000  a  year,  only  half  what  they 
had  been  in  1883.  The  operations  of  these  six  months  resulted, 
after  deducting  fixed  charges,  in  a  deficit  of  $383,6i4.38.16 
On  June  30,  1884,  the  net  floating  debt  was  $6,900, 177. 95. 17 
The  Union  Pacific  Railway,  which  had  so  long  paid  regular 
dividends,  was  therefore  in  serious  financial  straits.  Its 
inflated  capitalization  was  too  heavy  a  burden  to  carry  in  times 
of  business  depression,  though  the  depression  of  1884  did  not 
assume  the  proportions  of  a  severe  financial  crisis.  Moreover, 
the  Union  Pacific  no  longer  enjoyed  a  virtual  monopoly  of 
the  carrying  trade  of  the  west.  It  now  shared  its  traffic  with 
a  number  of  competing  lines  which  had  been  built  for  about 
$25,000  per  mile,  and  which  could  afford  to  cut  rates  to  a  figure 
which  would  not  yield  a  profitable  return  upon  the  Union 
Pacific’s  capitalization.  Under  any  circumstances  the  com¬ 
pany  would  have  found  difficulty  in  maintaining  its  dividends ; 
and  at  this  juncture  its  relations  with  the  United  States  gov¬ 
ernment  still  further  complicated  the  situation. 

Attitude  of  Company  Officers  to  Government 

Whatever  blame  may  attach  to  either  party,  the  experiment 
of  a  quasi-partnership  between  the  United  States  government 
and  the  Union  Pacific  Railway  proved  to  be  a  failure.  From 
motives  of  policy  the  railway,  so  far  as  can  be  seen,  appears 
to  have  lived  up  to  the  strict  letter  of  the  law  in  respect  to  the 
railway’s  dealings  with  the  government.  On  the  other  hand, 
it  is  impossible  to  justify  its  financial  policy  of  paying  divi¬ 
dends  without  providing  for  the  maturity  of  its  debt  to  the 
government.  Indeed,  while  the  company’s  officers  were  careful 
not  to  transgress  the  letter  of  the  law,  they  nevertheless  placed 


16  Annual  Report  of  the  company  for  1884,  p.  7. 
11  Ibid.,  p.  5. 
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themselves  in  a  position  of  hostility  to  the  government.  While 
responsibility  for  the  continual  friction  between  the  company 
and  the  government  did  not  lie  wholly  with  the  company,  the 
company’s  policy  had,  up  to  1884,  stimulated  the  mutual  sus¬ 
picion  and  distrust  which  characterized  the  relations  of  the 
company  and  the  government  during  the  years  when  it  was 
still  in  the  government’s  debt. 

The  practice  of  the  company’s  officers  to  disregard  the 
interests  of  the  United  States  government  as  not  worthy  of 
serious  consideration  is  illustrated  by  the  treatment  which  the 
government  directors  met  with  in  1882.  The  experiment  of 
a  board  of  government  directors  is  especially  interesting  in 
view  of  a  suggestion  made  a  few  years  ago  by  the  late  Presi¬ 
dent  Ripley  of  the  Santa  Fe  system,  in  which  he  proposed  the 
appointment  of  a  government  director  for  every  railroad  in 
the  country.  In  the  case  of  the  Union  Pacific,  the  government 
directors  appear  not  to  have  had  any  great  influence  in  the 
road’s  management.  Their  chief  function,  it  seems,  was  to 
make  an  annual  report  to  the  Interior  Department  regarding 
the  road’s  condition.  In  their  report  for  1882  the  government 
directors  gave  the  following  account  of  the  treatment  they 
received  at  the  hands  of  the  company’s  officers : 

Nearly  three  months  having  elapsed  after  the  making  of 
the  appointments  without  receiving  any  notice  of  a  directors’ 
meeting  or  any  recognition  from  the  stockholders’  board,  one 
of  our  number,  Mr.  Bromley,  called  at  the  office  of  the  com¬ 
pany  in  New  York  with  the  view  of  ascertaining,  if  possible, 
whether  any  functions  attached  to  the  office;  and  if  so,  what 
was  their  nature.  He  was  treated  with  great  courtesy  by  the 
chief  executive  officer  of  the  company,  who,  however,  in¬ 
formed  him,  somewhat  to  his  surprise,  that  practically  there 
were  no  functions ;  that  the  office  was  a  “myth” ;  that  the  road 
and  equipment  belonged  to  the  stockholders;  that  provision 
for  the  payment  of  the  company’s  debt  to  the  Government  had 
been  made  by  the  “Thurman  bill”;  and  that  as  a  matter  of 
fact,  the  Government  had  no  further  concern  with  the  direc¬ 
tion  of  the  road  and  its  management . It  was  evidently 
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his  opinion  that  the  Government  directors  had  neither  duties, 
responsibilities,  nor  power,  and  that  aside  from  taking  a 
pleasure  trip  over  the  road,  nominally  for  the  purpose  of 

inspection,  there  was  nothing  for  them  to  do . 

This  succinct  definition  of  the  functions  of  the  office  from 
the  point  of  view  of  the  company’s  chief  executive  officer  did 
not  hold  out  large  promise  of  usefulness  in  our  official  posi¬ 
tion  to  either  the  Government  or  the  company.  While  there 
was  no  lack  of  courtesy  or  even  cordiality  towards  the  repre¬ 
sentative  of  the  Government  during  the  interview  it  was  quite 
manifest  that  the  company’s  officers  had  no  disposition  to 
magnify  the  office  of  Government  director,  nor  any  intention 
of  imparting  to  us  any  more  information  concerning  the  con¬ 
dition  of  the  road  and  the  conduct  of  its  affairs  than  was 
already  accessible  through  other  sources  to  the  Government 
and  the  public. 

In  such  important  proceedings  as  the  issuance  of  the  com¬ 
pany  s  collateral  trust  bonds,  the  making  of  traffic  contracts 
with  other  roads  and  the  declarations  of  dividends,  as  well 
as  other  matters  falling  within  the  province  of  directors,  the 
government  directors  were  not  consulted.  The  natural  conse¬ 
quence  of  the  company’s  policy,  as  this  report  observes,  was 
to  awaken  suspicion  that  the  manner  in  which  its  affairs  were 
conducted  would  not  bear  exposure,  whether  in  fact  such  was 
or  was  not  the  case.18 


Adverse  Congressional  Action  Threatened 

The  operation  of  the  Thurman  Act  was  generally  unsatis¬ 
factory.  On  account  of  the  high  premium  on  government 
bonds,  the  sinking  fund  yielded  only  about  2  per  cent  annually, 
and  the  company  was  entirely  justified  in  protesting  against 
the  investment  of  this  fund  in  United  States  bonds.  As  pay¬ 
ments  were  made  upon  the  basis  of  net  earnings,  disagree¬ 
ments  between  the  company  and  the  government  as  to  what 


.  11  seems  the  government  directors  had  been  themselves  lax  at  times  “The 
previous  Government  Directors  gave  very  little  attention  to  the  meetings,”  said  one  of 
the  company  s  officers  in  explaining  why  their  presence  had  not  been  thought  necessary 
at  executive  committee  meetings.  The  law  provided  that  one  government  director  should 
hp  a  member  of  every  standing  committee  of  the  board. 
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net  earnings  were,  continued.19  The  company  was  hampered 
in  its  ordinary  legitimate  business  transactions,  and  was  con¬ 
stantly  attacked  in  Congress  and  out,  by  persons  who,  owing 
to  their  ignorance  of  railroad  operation,  were  not  competent 
to  express  opinions  on  the  subject,  as  well  as  by  speculators 
whose  object  was  to  “bear”  the  company’s  securities.  The 
company’s  policy  had  exposed  it  to  merited  criticism,  but  the 
situation  was  not  improved  by  extravagant  hostile  assertions 
which  were  freely  made  in  regard  to  the  Union  Pacific.  That 
the  company’s  policy  should  be  discussed  in  the  newspapers 
and  in  Congress  was  inevitable,  since  the  government  received 
this  contingent  payment  of  25  per  cent  of  the  company’s  net 
earnings.  Such  details  of  railway  management  as  branch  line 
construction,  pooling  arrangements,  constructive  mileage  al¬ 
lowances,  rebates,  stock  and  bond  issues,  and  traffic  contracts 
and  guaranties  were  discussed,  not  with  reference  to  their 
general  effect  upon  the  community,  but  with  respect  to  the 
effect  which  they  had  upon  the  government’s  25  per  cent. 

While  the  history  of  the  Union  Pacific  thoroughly  demon¬ 
strated  the  need  of  general  railroad  regulation,  nevertheless 
even  intelligent  regulation  applied  to  one  road  and  not  applied 
to  its  competitors  would  place  that  road  at  an  unfair  disadvan¬ 
tage  in  competing  with  roads  not  hampered  by  regulation. 
Moreover,  many  of  the  attempts  at  general  railroad  regulation 
during  the  sixties  and  seventies  were  unwise.  Especially 
unfortunate  was  much  of  the  legislation  respecting  the  Pacific 
railroads.  The  original  acts  of  1862  and  1864  were  obscure. 
The  form  in  which  the  Thurman  Act  was  passed  was  ill 
advised,  notwithstanding  the  propriety  and  necessity  of  com¬ 
pelling  the  Pacific  Railroad  companies  to  provide  sinking  funds 
to  provide  for  the  payment  of  their  debts  to  the  government. 
For  several  years  after  the  passage  of  the  Thurman  Act, 
Congress  left  the  Pacific  railroads  alone;  but  in  the  session 

19  The  recent  Esch-Cummins  Railroad  Law  has  adopted  the  net  earnings  principle. 
In  view  of  the  history  of  the  Union  Pacific  it  will  be  interesting  to  watch  the  operations 
of  the  Esch-Cummins  Law. 
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which  met  in  the  fall  of  1883  several  bills  and  resolutions  were 
introduced  against  the  Pacific  railroads,  especially  the  Union 
Pacific.  The  question  of  the  companies’  increasing  debts  to 
the  government  was  considered  during  that  session  by  the 
Judiciary  Committee  of  the  Senate,  and  various  propositions 
for  refunding  these  debts,  or  for  increasing  payments  into  the 
sinking  fund,  were  discussed  in  both  houses  of  Congress. 

The  Supreme  Court’s  decision  in  the  net  earnings  case20 
did  not  put  an  end  to  disputes  over  the  way  in  which  net  earn¬ 
ings  should  be  ascertained.  The  decision  had  been  announced 
only  a  short  time  when  a  new  dispute  arose.  The  company 
claimed  the  right  to  deduct  such  amounts  as  it  expended  for 
certain  new  construction  and  equipment,  and  refused  to  make 
payments  into  the  sinking  fund  unless  these  deductions  were 
allowed.  For  the  year  ending  1881  the  government  claimed 
a  balance  of  $901,837.03  due  on  account  of  the  sinking  fund. 
Demand  was  made  upon  the  company  for  the  payment  of  this 
sum,  but  the  company  insisted  that  there  be  first  subtracted 
from  its  net  earnings,  before  calculating  the  amount  of  the 
government’s  25  per  cent,  a  sum  which  would  make  a  differ¬ 
ence  of  $306,477.07  in  the  amount  required  by  law  to  be  paid 
by  the  company  into  the  sinking  fund.21  Neither  would  yield 
to  the  other  and  nothing  was  paid  by  the  company.  By  1882 
the  difference  between  the  conflicting  claims  of  the  govern¬ 
ment  and  of  the  company  in  respect  to  the  amount  to  be  paid 
by  the  company  into  the  sinking  fund  amounted  to  nearly 
$700, ooo.22 

In  due  course  the  dispute  was  referred  to  the  Court  of 
Claims  for  adjustment,  but  no  decision  was  made  until 
October,  1884.  In  the  meantime  the  company  made  no  pay¬ 
ments  to  the  sinking  fund.  Early  in  1884  the  government 
claimed  that  $2,446,557.14  were  due  the  sinking  fund  for 

20  See  supra,  p.  135. 

21  Correspondence  between  United  States  Railroad  Commissioner  Armstrong  and 
Secretary  of  the  Interior  Teller,  printed  in  the  Annual  Report  of  the  Railroad  Com¬ 
missioner  for  1883,  pp.  31  ff. 

22  Report  of  the  Railroad  Commissioner  for  1883,  pp.  31  ff. 
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the  three  years  preceding,  while  the  company  asserted  that 
this  amount  should  be  reduced  by  $788, 173. 43. 23  When  in  the 
spring  of  1884  the  Senate  Committee  on  the  Judiciary  began 
the  consideration  of  the  Pacific  railroad  question,  the  fact 
that  no  payments  had  for  over  three  years  been  made  to  the 
sinking  fund  at  once  attracted  the  attention  of  the  Committee. 
The  Committee,  of  which  Senator  Edmunds,  of  Vermont, 
was  chairman,  threatened  to  make  a  very  damaging  report  and 
to  urge  Congress  to  take  drastic  action.  During  the  same 
spring  a  bill  to  increase  the  annual  payments  of  the  Pacific 
railroads  into  the  sinking  fund  to  45  per  cent  had  been  under 
consideration  in  the  House.  Congress  was  not  inclined  to  be 
friendly  to  the  Pacific  railroads,  and  various  influences  were 
at  work  which  resulted  finally,  on  the  17th  of  June,  1884,  in 
the  passage  of  this  bill  by  the  House.24  It  was  an  ill-advised 
measure,  and  under  existing  conditions  had  it  been  carried 
out  would  probably  have  driven  the  Union  Pacific  into  bank¬ 
ruptcy.  Nevertheless  the  submission  of  such  a  report  as  the 
Judiciary  Committee  of  the  Senate  threatened  to  make  might 
have  induced  the  Senate  to  pass  this  bill. 

Election  of  Adams  to  Presidency;  Temporary  Adjustment 
with  Government 

Such  was  the  situation  in  the  middle  of  June,  1884.  I11 

consequence  of  increased  competition,  lower  rates,  and  a  gen¬ 
eral  business  depression,  the  company  was  in  financial  diffi¬ 
culties.  More  competition  was  threatening  the  road  on  all 
sides.  The  company’s  relations  with  the  government  were 
uncertain,  and  damaging  legislation  was  threatened.  Union 
Pacific  stock,  which  had  sold  at  131%  on  July  2,  1881,  dropped 
to  28  on  June  28,  1884. 

On  June  19,  two  days  before  the  House  of  Representatives 
passed  the  bill  requiring  additional  payments  into  the  sinking 

23  Ibid.,  1884,  p.  4. 

24  Cong.  Record,  48th  Cong.,  1st  sess.,  p.  5324. 
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fund,  Sidney  Dillon  resigned  from  the  office  of  president  of 
the  Union  Pacific.  To  succeed  Dillon,  the  board  of  directors, 
on  June  18,  1884,  elected  a  prominent  New  England  railroad 
man,  Charles  Francis  Adams,  Jr.  Mr.  Adams  was  the  son 
of  Charles  Francis  Adams,  who  had  been  minister  to  Eng¬ 
land  during  the  Civil  War,  and  he  was  the  grandson  of  Presi¬ 
dent  John  Quincy  Adams.  He  represented  the  great  bulk 
of  Union  Pacific  stockholders,  the  men  and  women  who  held 
small  holdings  which  they  had  bought  as  investments.  Adams 
had  had  an  interesting  career,  both  in  military  and  civil  life, 
and  as  a  writer  before  his  election  as  President  of  the  Union 
Pacific.  He  was  well  known  as  an  economist  and  as  a  stu¬ 
dent  of  railway  problems ;  he  had  written  many  articles  on 
railway  subjects;  fifteen  years  earlier  he  had  published  his 
well-known  essay,  “A  Chapter  of  Erie,”  which  exposed  cer¬ 
tain  transactions  of  Gould  and  Fisk;  he  was  the  author  of  a 
work  on  the  subject  of  “Railroads  and  their  Problems”;  he 
had  been  appointed  a  member  of  the  Massachusetts  Rail¬ 
road  Commission  in  1868;  in  1878  he  had  been  appointed  a 
government  director  of  the  Union  Pacific  Railroad.  Subse¬ 
quently  he  became  a  stockholder  in  the  Union  Pacific,  and 
in  1882  he  was  elected  a  director  of  the  company. 

In  June,  1884,  Adams  became  president  of  the  Union 
Pacific.  He  faced  a  difficult  task.  His  predecessors  had  not 
alone  burdened  the  road  with  oppressive  fixed  charges,  but 
their  policy  of  hostility  toward  the  United  States  government 
was  now  bearing  fruit.  The  first  act  of  the  new  adminis¬ 
tration  was  to  ward  off  the  impending  attack  on  the  company 
in  the  United  States  Senate,  as  a  preliminary  to  reaching  some 
permanent  settlement  with  the  government.  1  here  seems  to 
have  been  apprehension  on  the  part  of  the  government  lest,  in 
case  the  government  should  win  the  net  earnings  case  then 
pending  in  the  Court  of  Claims25  and  should  then  attempt  to 


25  Another  suit  involving  over  $2,000,000  was  at  that  time  pending  in  the  Court 
of  Claims  in  regard  to  the  amount  the  company  was  entitled  to  charge  for  carrying  the 
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collect  the  judgment  which  it  would  obtain  against  the  com¬ 
pany,  the  company  would  be  without  funds  to  pay  this  judg¬ 
ment;  for  its  dividends  left  but  a  small  surplus  in  its  treasury. 
In  a  letter  to  Senator  Hoar,  one  of  the  members  of  the  Senate 
Judiciary  Committee,  President  Adams  offered,  provided  the 
Committee  would  refrain  from  making  an  attack  on  the  com¬ 
pany  in  its  report  to  the  Senate,  to  discontinue  the  payment 
of  dividends  for  the  balance  of  the  year  1884,  within  which 
time  it  was  expected  that  the  net  earnings  case  would  be  de¬ 
cided.  Adams  also  offered  to  the  government  the  right  to 
withhold,  pending  the  settlement  of  the  questions  involved  in 
the  net  earnings  dispute,  all  payments  on  account  of  govern¬ 
ment  transportation  over  the  unsubsidized  as  well  as  over  the 
subsidized  lines  of  the  entire  Union  Pacific  system.  He  pro¬ 
posed  further  to  pay  at  once  into  the  United  States  Treasury 
the  sum  of  $718,814.60,  the  government’s  maximum  claim 
for  the  year  1883. 26 

The  Committee  accepted  this  proposal  of  President  Adams 
and  resolved  to  postpone  the  consideration  of  matters  in  con¬ 
nection  with  the  sinking  fund  on  condition  that  the  company 
comply  with  his  offer.27  The  principal  question  seems  to  have 
been  that  of  security  for  the  payment  of  the  large  sum  which 
would  be  due  the  government  in  case  it  should  win  the  net 
earnings  case,  and  the  offer  of  President  Adams  seemed  to 
afford  sufficient  security.  The  company  paid  the  stipulated 
sum,  $718,814.60,  into  the  Treasury  of  the  United  States, 
and  passed  the  usual  July  dividend.  The  Court  of  Claims 
decided  the  net  earnings  case  against  the  company  in  the  fall 
of  1884.28 

Improved  Condition  of  Company 

The  new  management  now  applied  itself  to  the  task  of 
placing  the  company  on  its  feet  financially.  To  check  the 

20  Report  of  the  Railroad  Commissioner  for  1884,  p.  6. 

™  Ibid.,  p.  5.. 

28  Union  Pacific  Railway  Company  v.  United  States,  20  Ct.  Cl.  70. 
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declining  tendency  of  the  road’s  net  earnings  many  economies 
were  introduced.  Formerly  there  had  been  a  lack  of  re¬ 
sponsible  local  management  along  the  line  of  the  road.  This 
lack  was  now  supplied.  Notwithstanding  the  repeated  pro¬ 
tests  of  the  government  directors  in  their  annual  reports,  the 
Union  Pacific  had  theretofore  been  managed  from  Boston,  and 
the  directorate  either  could  not  or  did  not  familiarize  itself 
with  the  real  needs  of  the  road.  The  new  administration  now 
placed  responsible  executive  authority  in  the  general  manager, 
whose  office  was  at  Omaha.  Moreover,  a  new  office  was 
created  by  the  appointment  of  T.  J.  Kimball  as  traffic  man¬ 
ager.20  Curiously  enough,  there  had  been  no  such  officer 
before.  The  government  directors  reported  in  their  annual 
report  for  1884  that  every  device  in  the  way  of  economy 
which  scrupulous  care  could  suggest  or  ingenuity  could  invent 
which  did  not  adversely  affect  the  road’s  physical  condition, 
was  now  adopted.30  The  operation  of  the  company’s  rolling 
mills  at  Laramie,  Wyoming,  was  discontinued,  since  it  was 
found  no  longer  profitable  for  the  company  to  reroll  its  own 
rails.  A  few  worthless  branches  were  abandoned  to  their 
creditors.  Much  of  the  money  which  had  formerly  gone  to 
pay  dividends  was  now  applied  toward  the  extinguishment 
of  the  floating  debt,  and  much  was  expended  in  improving 
the  physical  condition  of  the  property.  In  this  regard  the 
road,  especially  the  main  line,  had  been  fairly  well  main¬ 
tained,  although  much  could  be  done  towards  improving  it. 
The  Idaho  branches,  the  Oregon  Short  Line  and  the  Utah 
and  Northern,  were,  however,  in  very  poor  condition.  Their 
business  could  not  be  properly  handled  with  the  imperfect 
facilities  then  at  hand.31  In  all  such  cases,  wherever  the 

28  Government  Directors’  Report  for  1884,  House  Exec.  Docs.  No.  79,  48th  Cong., 
2nd  sess.  (serial  No.  2302),  p.  3. 

10  Ibid..,  p.  5. 

81  In  the  company’s  Annual  Report  for  1886  (pp.  158-9)  is  a  special  report  setting 
forth  the  inefficient  manner  in  which  the  Idaho  division  of  the  system  was  managed  up 
to  that  time.  Locomotives  ran  after  dark  without  headlights;  often  a  piece  of  a  man’s 
shirt  was  used  for  signals;  and  it  was  the  rule,  not  the  exception,  to  see  a  caboose  with 
only  one  tail  light.  “No  attempt,”  says  the  report,  “was  made  to  keep  up  running 
repairs,  except  to  simply  get  an  engine  over  the  turntable  and  out  on  the  road,  trusting 
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physical  condition  of  the  system  was  not  up  to  the  proper 
standard,  defects  were  now  rapidly  repaired. 

About  $6,500,000  were  realized  by  the  sale  of  some  secur¬ 
ities  in  the  company’s  treasury.32  The  sum  so  obtained  was 
applied  toward  the  extinguishment  of  the  floating  debt.  The 
net  floating  debt  was  reduced  from  $6,900,177.95  on  the  30th 
of  June,  1884,  to  $3,237,696.53  at  the  close  of  the  same  year.33 
During  1885  the  floating  debt  tvas  still  further  reduced,  until 
at  the  close  of  that  year  it  amounted  to  $1,861,445.40.  Dur¬ 
ing  the  following  year,  1886,  the  company’s  notes  were  all 
paid,  so  that  the  management  was  able  to  report  that  for  the 
first  time  in  the  company’s  history  there  were  no  bills  payable 
maturing  at  the  close  of  the  year.  On  December  31,  1886, 
there  was  a  balance  of  cash  and  cash  resources  of  over 
$1,250,000  above  all  floating  liabilities.34  Nor  was  there  any 
marked  increase  in  the  company’s  capital  obligations.  In 
June,  1884,  the  total  funded  debt  afloat  of  the  Union  Pacific 
system,  including  such  bonds  of  the  auxiliary  lines  as  were 
outstanding,  was  $146,588,427.87 ;  while  at  the  beginning  of 
the  year  1887  this  total  amounted  to  $148,233,092.96,  an 
increase  of  only  $1,644, 665. 09. 36 

This  result  is  particularly  remarkable  in  view  of  the  com¬ 
pany’s  critical  situation  in  the  early  summer  of  1884,  and  in 
view  of  the  continued  misfortunes  which  befell  it  during  the 
remaining  years  of  this  decade.  Though  the  last  six  months 
of  1884  were  much  more  prosperous  than  the  first  six  months 
of  that  year,  the  decrease  in  the  road’s  annual  net  earnings 
continued  during  1885  and  1886,  notwithstanding  the  fact 
that  the  gross  earnings  of  the  entire  system  increased  slightly, 
as  the  following  table  shows  :36 

to  ‘luck’  that  she  would  make  the  trip.  When  an  engine  did  give  out,  she  had  only 
enough  labor  and  material  put  on  her  to  enable  her  to  get  out  again,  hoping  she  would 
last  a  few  months.”  (See  also  Report  of  the  Government  Directors  for  1884,  House 
Exec.  Docs.  No.  79,  48th  Cong.,  2nd  sess.  (serial  No.  2302),  p.  12.) 

32  Pac.  Ry.  Com.  Report,  p.  67. 

33  Annual  Report  for  1884,  p.  13. 

34  Ibid.,  1886,  p.  19. 

36  Annual  Report  of  the  company  for  1886,  p.  23. 

*•  Annual  Reports. 
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Gross 

Operating 

Net 

Expense 

Year 

Earnings 

Expenses 

Earnings 

Ratio 

1884 

$25,657,290.41 

$14,868,115.20 

$10,789,175-21 

57-95% 

1885 

25,674,674.75 

15,987,233.53 

9,687,441.22 

62.27% 

1886 

26,280,185.89 

17,412,213.77 

8,867,972.12 

66.26% 

This 

decrease  in  net 

earnings  is  attributable  to  several 

causes. 

The  period  of  unusual  rainfall  in  western  Nebraska  and 
Kansas  was  followed  after  1885  by  several  years  of  severe 
drought.  The  optimists  who  had  before  insisted  that  the 
climate  of  this  region  was  changing  now  found  that  they 
were  mistaken.37  The  company’s  reports  refer  frequently  to 
crop  failures,  owing  to  the  scarcity  of  rainfall,  as  one  cause 
of  the  continued  low  annual  net  earnings.  In  1885  serious 
labor  troubles  at  Rock  Springs,  Wyoming,  interfered  with 
the  operations  of  the  company’s  coal  department.  Most  serious 
of  all,  however,  from  the  standpoint  of  the  Union  Pacific, 
was  the  constant  increase  in  competition,  which  reduced  com¬ 
petitive  rates  all  along  the  line. 

At  this  time  the  Union  Pacific  was  at  a  distinct  disad¬ 
vantage  in  competing  with  such  lines  as  the  Burlington,  the 
Missouri  Pacific,  or  the  Northwestern.  Not  only  had  the 
Union  Pacific  been  capitalized  at  double  the  cost  of  its  original 
construction ;  millions  of  dollars  of  water  had  been  added  to 
its  capitalization  by  the  consolidation  of  1880.  Unprofitable 
branches  had  been  in  a  number  of  instances  forced  upon  it.38 
It  had,  moreover,  actually  cost  more  than  $50,000  a  mile  to 
build  and  equip  the  Union  Pacific,  while  competing  lines  cost 
only  about  half  as  much.  This  difference  was  due  partly  to 
the  high  prices  of  labor  and  materials  during  and  immediately 
after  the  Civil  War;  partly  to  the  speed  with  which  the  road 
was  built  and  the  peculiar  difficulties  under  which  the  work 
was  carried  to  completion;  and  partly  to  the  fact  that  while 

*7  Because  of  the  drought  many  counties  of  western  Kansas  were  depopulated 
during  the  last  half  of  this  decade. 

38  The  Adams  management  abandoned  several  small  branches,  but  the  Kansas 
Central,  the  St.  Joseph  and  Western,  and  the  Denver,  South  Park  and  Pacific  were 
retained,  as  well  as  other  branches  of  doubtful  value.  The  St.  Joseph  and  Western, 
after  its  reorganization  into  the  St.  Joseph  and  Grand  Island,  was  no  longer  a  burden 
but  a  source  of  profit. 
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56-pound  iron  rails  cost  from  $130  to  $160  per  ton  in  the 
sixties,  Bessemer  steel  rails  weighing  70  pounds  to  the  yard 
cost  only  about  $35  a  ton  in  the  eighties. 

Hostility  of  Local  Communities  to  Union  Pacific 

There  is  considerable  evidence  which  tends  to  confirm  the 
statement  that  the  company’s  earlier  policy  had  the  effect  of 
stirring  up  a  feeling  of  antagonism  toward  the  road  among 
the  communities  along  the  line  upon  whose  shipments  the  road 
depended  for  its  earnings.  The  report  of  the  government 
directors  for  1884  calls  especial  attention  to  the  unpopularity 
of  the  Union  Pacific  among  its  patrons.  That  this  observa¬ 
tion  was  correct  is  indicated  by  the  bulk  of  the  testimony  of 
local  shippers  which  was  taken  in  1886  and  1887,  in  two 
important  government  investigations.39  During  the  many 
years  when  the  Union  Pacific  had  a  monopoly,  the  traffic  de¬ 
partment  was,  according  to  the  government  directors,  “con¬ 
ducted  on  the  theory  that  the  Union  Pacific  would  always 
be  able  to  maintain  its  monopoly,  and  upon  the  principle  that 
corporate  extortion  is  a  performance  in  which  a  railroad  man¬ 
agement  may  indefinitely  indulge  with  impunity.”40  It  is 
probable  that  complaints  regarding  rates  would  have  been  com¬ 
mon  even  had  rates  been  much  lower  than  they  were.  But 
whether  or  not  the  company’s  rates  were  in  fact  unreasonable, 
high  rates  were  not  the  only  cause  of  dissatisfaction.  In  the 
days  when  it  was  the  custom  for  railroads  to  grant  rebates, 
it  was  frequently  asserted  by  railroad  managers,  and  it  is 
doubtless  true,  that  in  the  struggle  for  competitive  business 
it  was  impossible  for  a  railroad  not  to  grant  rebates  or  make 
discriminations.  This  argument,  however,  would  not  hold 
in  the  case  of  a  road  which  was  not  required  to  meet  com¬ 
petition.  Yet  notwithstanding  its  monopoly,  the  Union 

89  The  Cullom  Committee  investigation,  which  resulted  in  the  passage  of  the  first 
Interstate  Commerce  Law,  was  made  in  1886.  For  the  Pacific  Railway  investigation 
of  1887,  see  below,  p  232. 

40  Report  of  the  Government  Directors  for  1884,  House  Exec.  Docs.  No.  79,  48th 
Cong.,  2nd  sess.  (serial  No.  2302),  p.  7.  This  report  calls  the  past  history  of  the 
company  a  “travesty  on  corporation  management.”  ( Ibid p.  9.) 
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Pacific  was  in  the  habit  of  following  the  same  practices  as 
other  roads  did  at  that  time.  The  company’s  high  open  tariff 
rates,  its  practice  of  granting  rebates  to  favored  shippers,  and 
the  discriminations  it  made  between  localities  (these  dis¬ 
criminations  were,  it  must  be  admitted,  in  many  cases  entirely 
reasonable),  resulted  in  an  aggravated  discontent  among  the 
local  communities  along  the  line.  As  a  result  of  these  methods 
there  developed  a  strong  adverse  public  sentiment.  This  senti¬ 
ment  took  the  first  chance  which  was  offered  to  divert  com¬ 
petitive  traffic  to  other  lines. 

The  Adams  administration  tried  to  rectify  this  condition. 
One  of  the  worst  enemies  of  the  Union  Pacific,  Edward  Rose¬ 
water,  the  editor  of  the  Omaha  Bee,  told  the  Cullom  Com¬ 
mittee  on  Interstate  Commerce,  in  1886,  that  the  Adams  ad¬ 
ministration  was  a  great  improvement  on  the  former  man¬ 
agement. 

Since  the  new  administration,  under  Mr.  Adams,  has  come 
in,  they  have  done  away  with  a  great  deal  of  obnoxious 
abuses.  They  have  done  a  great  deal  to  change  and  to  smooth 
down  the  differences  or  difficulties  between  the  people  of  this 
state  and  their  road.41 

Local  Political  Activity;  Free  Passes;  Rebates 

The  free  pass  system  had  for  many  years  been  a  prom¬ 
inent  cause  of  complaint.  Adams  made  a  determined,  if  not 
entirely  successful  attempt  to  change  this  evil  system.  “Ever 
since  I  have  been  president  of  the  Union  Pacific,”  said  Mr. 
Adams,  “I  have  been  laboring  to  cut  it  down.  It  has  been  one 
of  the  great  annoyances  I  have  met  with,  but  I  have  been 
foiled  in  nearly  every  attempt.”42  Adams  was  a  determined 
opponent  of  the  pass  system.  He  called  it  an  “outrage,”  and 
said  it  “mixes  itself  up  with  newspapers,  politics  and  every¬ 
thing.”  The  Union  Pacific  under  the  Adams  administration 


41  Cullom  Report  on  Interstate  Commerce,  Test.,  p. 
Rosewater. 

42  Ibid.,  p.  1219,  testimony  of  C.  F.  Adams. 
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was  much  less  generous  in  the  issuance  of  passes  than  were 
its  competitors. 

As  is  well  known,  passes  may  be  a  fruitful  source  of 
political  corruption.  Not  only  passes  but  other  influences 
seem  at  times  to  have  been  used  by  the  Union  Pacific  in  local 
Nebraska,  Kansas,  and  Colorado  politics.  To  how  great  an 
extent  the  railroad  controlled  local  politics  would  be  hard  to 
say.  Many  unsupported  charges  were  made  to  the  effect  that 
Union  Pacific  officials  were  in  the  habit  of  corrupting  legisla¬ 
tures  in  one  way  or  another;  but  it  is  always  difficult,  if  not 
impossible,  to  confirm  such  statements.43  Much  of  the  evi¬ 
dence  in  this  regard  is  hearsay,  is  unreliable,  and  doubtless 
much  exaggerated.  Yet  even  from  the  testimony  of  the  com¬ 
pany  s  officers  and  lobbyists  it  is  clear  that  other  means  than 
“moral  suasion”  were  used  in  influencing  legislatures.44 
Members  of  the  legislatures  were  freely  entertained  at  the 
company’s  expense.  “They  were  a  lot  of  thirsty  fellows 
there,”  said  one  of  the  company’s  attorneys  in  reference  to 
the  Nebraska  legislators  at  Lincoln,  Nebraska.45  After  he 
became  president,  Adams  put  a  stop  to  this  form  of  political 
activity  on  the  part  of  the  company;  or  if  such  activity  was 
carried  on  to  any  extent,  it  was  done  without  his  knowledge 
and  against  his  instructions.46 

Unfortunately  Adams,  as  he  himself  declared,  found  that 
he  was  powerless  to  remedy  single-handed  the  evils  of  the 
pass  system,  or  the  system  of  granting  rebates.  The  pass 
system,  while  it  is  usually  associated  with  political  activity, 
was  also  a  form  of  rebate ;  and  in  the  struggle  of  competing 
lines  for  business  the  railroad  that  refused  to  give  rebates 
lost  the  traffic.  Adams  frankly  admitted  that  rebates  and 
passes  were  freely  given  to  favored  shippers  in  order  to  meet 


43  Pac.  Ry.  Com.  Test.,  pp.  1334-1417,  testimony  of  Rosewater;  p.  533,  testimony 
of  Isaac  M  Raymond;  p.  1764,  testimony  of  Nathaniel  Hill;  pp.  1949-63,  testimony 

ker;,  Pv,19?1’  testimony  of  John  Campbell;  and  the  testimony  of  other 
witnesses  before  the  Pacific  Railway  Commission. 

44  Ibid.,  pp.  1307— 13,  testimony  of  George  Crawford. 

**Ibid.,  p.  1706,  testimony  of  John  P.  Usher. 

“Ibid.,  p.  1996,  testimony  of  Adams. 
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like  concessions  which  other  railroads  offered;  and  he  declared 
that  if  a  scheme  could  be  devised  whereby  all  rebating  might 
be  ended,  it  would  be  a  great  boom  to  all  railroads.  Speaking 
of  rebating,  Adams  said : 

Gradually  this  demoralizing  spirit  of  low  cunning  has  per¬ 
vaded  the  entire  system.  Its  moral  tone  is  deplorably  low. 

This  is  the  root  of  the  trouble  as  it  exists  to-day.  That  healthy 
mutual  confidence  which  is  the  first  essential  to  prosperity  in 
all  transactions  between  man  and  man  does  not  exist  in  the 
American  railroad  service  taken  as  a  whole.47 

The  granting  of  rebates  and  free  passes  therefore  continued, 
notwithstanding  Adams’  earnest  attempt  to  change  the  sys¬ 
tem.  This  was  something  that  could  not  be  done  by  any  one 
road. 

Increased  Competition;  Pools;  Decline  of  Rates 

The  decade  of  the  eighties  was  a  period  of  fierce  railroad 
competition  and  rate  wars.  Competitive  rates  were  in  a  con¬ 
tinued  state  of  uncertainty.  The  pooling  agreements  which 
usually  followed  rate  wars  or  which  were  made  to  prevent 
them,  could  not  be  legally  enforced.  Railroad  companies 
treated  with  one  another  as  independent  free  agents  and  pool¬ 
ing  contracts  only  held  so  long  as  these  independent  agents 
were  willing  to  respect  them.  There  was  no  outside  force 
to  compel  the  different  companies  to  respect  the  pools  to  which 
they  themselves  agreed.  In  1887  pools  were  declared  illegal 
by  the  Interstate  Commerce  Law.  Prior  to  1887,  pools,  al¬ 
though  they  were  frequently  disregarded,  did  to  some  extent 
maintain  rates,  but  average  rates  show  a  steady  decline,  not¬ 
withstanding  occasional  violent  upward  fluctuations.  After 
1885  the  value  of  business  which  passed  over  the  Union 
Pacific  system  again  increased,  but  the  very  slow  gain  in 
gross  earnings  when  compared  with  the  relatively  large  in¬ 
crease  in  tonnage,  and  consequent  increase  in  operating  ex¬ 
penses,  is  an  indication  of  the  downward  trend  of  rates.  The 


*7  Cullom  Report,  Test.,  p.  1211,  testimony  of  Adams. 
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average  rate  per  ton  per  mile  on  the  entire  Union  Pacific 
system  in  1885  was  l-72  cents.  The  rate  declined  every  year 
thereafter,  until  it  reached  1.28  cents  in  1888.  The  following 
year  the  average  rate  advanced  to  1.40  cents,  and  declined 
again  after  1889. 48  The  effect  of  carrying  a  heavier  tonnage 
at  lower  rates  may  be  seen  in  the  figures  representing  the  ratio 
of  operating  expenses  to  gross  earnings.  In  1880  operating 
expenses  represented  48.36  per  cent  of  the  company’s  gross 
earnings,  in  1885,  62.27  per  cent,  and  in  1890,  71.57  per 
cent.49 

In  1886  the  tonnage  carried  by  the  Union  Pacific  increased 
greatly,  but  net  earnings  actually  decreased.  The  reason  for 
this  decrease  was  a  bitter  overland  rate  war  which  broke  out 
in  February,  after  the  dissolution  of  the  transcontinental  pool. 
This  pool  had  included  the  Union  Pacific,  the  Central  Pacific, 
the  Santa  Fe  lines,  the  Burlington,  the  Rio  Grande,  the  South¬ 
ern  Pacific  and  its  subsidiary,  the  Galveston,  Harrisburg  and 
San  Antonio,  and  the  Northern  Pacific,  as  well  as  the  Pacific 
Mail  Steamship  Company.  Under  the  pool  the  railways  named' 
had  been  in  the  habit  of  paying  a  monthly  pool  balance  of 
$80,000  to  the  steamship  company,  in  order  to  prevent  such  a 
reduction  in  water  rates  from  the  east  to  the  Pacific  Coast  as 
might  injure  the  transcontinental  business  of  the  railways.50 
The  payment  of  pool  balances,  such  as  this  Pacific  Mail  sub¬ 
sidy,  was  frequently  criticized  not  alone  on  the  ground  that 
pools  tended  to  prevent  competition  and  were  in  restraint  of 
trade,  but  also  on  account  of  the  fact  that  as  such  pool  balances 
were  deducted  by  the  Union  Pacific  in  computing  its  net  earn¬ 
ings,  the  company’s  annual  payments  into  the  Thurman  Act 
sinking  fund  were  correspondingly  diminished.  The  com¬ 
pany’s  critics  were  mistaken,  however,  in  believing  that  the 
revenues  of  the  road  were  diminished  by  these  payments  which 

48  Annual  Reports  of  the  company. 

40  Ibid.  There  are,  however,  indications  that  the  higher  ratio  of  operating  expenses 
to  gross  earnings  was  partly  due  to  better  maintenance  of  the  property  by  the  Adams 
administration. 

50  Pac.  Ry.  Com.  Test.,  pp.  1140  ff. ;  p.  111,  testimony  of  Adams. 


220 


HISTORY  OF  THE  UNION  PACIFIC 


were  made  to  carry  out  pooling  agreements.  The  following 
figures  of  the  Union  Pacific’s  earnings  from  transcontinental 
business  indicate  the  effect  of  the  disruption  of  this  trans¬ 
continental  pool  upon  the  company’s  earnings  :51 


Gross  Earnings  from 
Pacific  Coast  Through 
Year  Business 

1885  $1,797,527.12 

1886  1,334,249.47 


Tons  Carried  One 
Mile,  Pacific  Coast  Rate  per  Ton 

Through  Business  per  Mile 

169,469,646  1.06 

228,661,421  .58 


A  comparison  of  the  average  transcontinental  rate  per  ton  per 
mile  for  the  first  four  months  of  1885  and  1886  shows  the 
following  result:52 


Year 

January 

February 

March 

April 

1885 

■77 

1. 19 

1. 15 

1. 19 

1886 

1.26 

.98 

•43 

.40 

Net  earnings  of  the  Union  Pacific  proper,  not  including 
branches,  declined  from  $8,404,676.31  in  1885,  to  $7,522,- 
707.02  in  1886;  while  the  corresponding  figures  for  the  entire 
system  were  $9,687,441.22  and  $8,967,972.12,  respectively.83 

The  transcontinental  rate  war  ended  late  in  the  spring  of 
1886.  The  following  year,  1887,  notwithstanding  heavy  crop 
failures  in  Kansas  and  Nebraska,  which  resulted  in  a  decline 
in  the  tonnage  of  agricultural  products  of  13.8  per  cent,84  the 
net  earnings  of  the  Union  Pacific  system  increased  to  over 
$10,500,000. 

Financially  the  company  was  in  fair  condition  after  1885, 
notwithstanding  the  fact  that  its  earnings  continued  to  be 
low — too  low  to  warrant  the  resumption  of  dividends.  Thanks 
to  the  efficient  Adams  management,  the  insolvency  which  had 
threatened  the  Union  Pacific  in  June,  1884,  had  been  averted. 
A  net  floating  debt  of  nearly  $7,000,000  in  June,  1884,  was 
changed  to  a  net  surplus  of  cash  and  quick  assets  above  all 


61  Annual  Report  of  the  company,  1886,  p.  21. 

62  Ibid.,  p.  24. 

63  Pac.  Ry.  Com.  Test.,  p.  4802,  reports  of  accountants;  also  the  company’s  annual 
reports. 

54  Annual  Report  for  1887,  p.  10. 
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floating  liabilities  of  over  $1,250,000  at  the  close  of  the  year 

1886.  This  surplus  was  greatly  reduced  the  following  year, 

1887,  but  at  the  close  of  the  year  1888  it  exceeded  $5,ooo,ooo.65 
During  the  period  between  June  30,  1884,  and  December  31, 
1886,  over  $8,300,000  were  spent  in  physical  improvements.66 
The  steady  decline  in  net  earnings  during  1884,  1885,  and 
1886  was,  however,  disquieting.  Although  after  the  improved 
showing  of  1887  there  appeared  a  possibility  that  dividends 
might  be  resumed  “upon  a  conservative  basis,”57  in  1888  net 
earnings  again  decreased ;  and  in  that  year  the  surplus  earnings 
of  the  system  after  fixed  charges  and  interest  guaranties  on 
branch  line  bonds  outstanding  had  been  paid  showed  a  decline 
from  nearly  $3,000,000  to  $1,500,000.  This  was  partly  a 
result  of  the  continued  drought  in  Kansas  and  Nebraska.68 
Since  the  system’s  surplus  earnings  showed  such  a  heavy  fall¬ 
ing  off,  the  management  concluded  that  the  results  of  the 
closing  months  of  1888  and  the  outlook  for  1889  did  not 
justify  the  resumption  of  dividends. 

Continued  Congressional  Hostility 

It  is  now  necessary  to  return  to  a  consideration  of  the 
road’s  relations  with  the  government.  These  relations  con¬ 
tinued  to  be  unsatisfactory  to  both  sides.  Although  a  tem¬ 
porary  settlement  had  been  made  in  1884,  new  difficulties 
recurred  from  time  to  time.  The  Adams  administration, 
realizing  the  situation,  worked  hard  to  bring  about  a  perma¬ 
nent  settlement  of  the  vexatious  questions  involved  in  the 
company’s  relations  of  debtor  to  the  government.  Especially 
unsatisfactory  was  the  net  earnings  clause  of  the  Thurman 
Act.  The  real  solution,  as  Adams  pointed  out  to  committees 
of  Congress  at  this  time,  was  to  refund  the  debt  at  once  on 
some  basis  which  would  substitute  fixed  annual  payments  for 

65  Annual  Reports. 

56  Annual  Report  of  the  company  for  1886,  p.  24. 

57  Ibid.,  1888,  p.  9. 

68  Ibid. 
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percentage  payments;  but  the  necessary  legislation  could  not 
be  obtained  because  of  a  general  antagonism  to  the  company, 
an  antagonism  which  failed  to  distinguish  the  difference 
between  the  Gould  management  and  the  Adams  management. 

Many  small  holders  had  bought  the  securities  of  this  com¬ 
pany  as  investments,  and  it  was  proper  that  their  rights  should 
be  considered.  In  America  whenever  the  public  conscience  has 
been  aroused  over  some  real  or  fancied  abuse,  the  first  demand 
seems  generally  to  be  to  punish  someone.  In  the  case  of  the 
Union  Pacific,  the  easiest  persons  to  reach  were  the  individuals 

i 

who  were  at  the  time  interested  in  the  Union  Pacific  Railway. 
The  memory  of  the  Credit  Mobilier  was  still  fresh,  and  many 
people  believed,  as  they  had  good  reason  to  believe,  that  great 
frauds  had  subsequently  been  committed  in  the  Union  Pacific 
management.  That  the  transactions  of  Gould  were  worthy 
of  punishment,  there  can  be  no  question.  As  in  the  case  of 
the  Erie,  so  also  in  the  case  of  the  Union  Pacific,  Gould  showed 
that  he  belonged  to  that  class  of  speculators  which  may  be 
termed  railroad  wreckers ;  that  is,  men  who  manage  and  con¬ 
trol  railroads  for  the  sole  purpose  of  stock  speculation  and  of 
reaping  large  gain  therefrom  for  themselves.  The  conse¬ 
quences  of  Gould’s  transactions  had  now  fallen  upon  many 
individuals  who  were  in  fact  innocent  purchasers  of  stock 
that  had  been  sold  to  them  at  inflated  values.  These  individuals 
had  had  no  connection  with  either  the  Credit  Mobilier  or  with 
the  consolidation  of  1880  or  any  other  of  the  questionable 
transactions  of  earlier  managements.  A  large  number  of  con¬ 
gressmen,  forgetting  where  the  real  blame  lay,  felt  that  the 
company  should  be  punished,  and  were  not  desirous  of  reach¬ 
ing  a  permanent  settlement  which  should  be  for  the  best  advan¬ 
tage  of  all  concerned.  There  were  not  wanting  men  who 
sought  to  vent  their  hostility  against  railroads  in  general  by 
opposing  everything  which  the  Union  Pacific  proposed,  merely 
because  the  Union  Pacific  proposed  it.  There  was  also  an 
element  which  attacked  the  company  and  introduced  bills  and 
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resolutions  which  were  contrary  to  the  company’s  interest, 
not  for  the  bona  fide  purpose  of  righting  existing  wrongs,  but 
solely  for  speculative  purposes,  in  order  to  affect  the  company’s 
credit  and  the  value  of  its  securities.59 

Instead  of  being  allowed  to  conduct  its  own  business  in  its 
own  way,  subject  to  such  regulations  as  Congress  imposed 
upon  all  railways,  the  Union  Pacific  was  constantly  hampered 
and  annoyed  by  attacks  which  made  the  situation  worse, 
instead  of  better,  and  which  prevented  a  solution  of  the 
problem.  The  chief  difficulty  lay  in  the  percentage  method 
of  determining  the  company’s  annual  payments  into  the  sinking 
fund. 

Constant  charges  of  iniquitous  conduct,  accompanied  by 
endless  threats  of  investigation,  do,  and  cannot  but  have  an 
injurious  influence  upon  the  credit  of  the  company  and  the 

value  of  its  securities . So  long  as  the  Government 

requirements  are  measured  by  a  percentage  of  the  net  earn¬ 
ings  of  the  company,  the  Government  and  the  Union  Pacific 
will  be  engaged  in  a  series  of  litigation.80 

Bills  and  resolutions  aimed  at  the  Union  Pacific  were  being 
constantly  introduced  in  Congress.  For  example,  during  the 
session  from  1885  to  1886  the  following  bills  were  introduced 
in  one  house  or  the  other : 

Seven  bills  relative  to  the  indebtedness  of  the  Pacific  rail¬ 
roads. 

A  bill  to  prevent  the  sale  of  the  roads  before  the  indebtedness 
to  the  United  States  was  paid. 

A  bill  to  authorize  the  use  of  the  proceeds  of  the  sinking 
fund  to  build  branches. 

Three  bills  to  forfeit  the  unearned  land  grants  of  the  Pacific 
railroads. 

Five  bills  to  subject  the  Pacific  Railroad  land  grants  to 
taxation. 

60  That  such  was  the  purpose  of  many  of  the  attacks  on  the  company  can  hardly 
be  doubted.  Many  of  the  proposals  made  in  the  form  of  bills  or  resolutions  were 
without  merit,  and  the  stock  quotations  indicate  their  effect  upon  the  market  value  of 
Union  Pacific  securities. 

00  Annual  Report  of  the  company  for  1885,  p.  14. 
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A  joint  resolution  to  investigate  the  Pacific  railroads. 

A  House  resolution  to  investigate  the  accounts  of  the  Pacific 
railroads. 

A  House  resolution  to  investigate  the  Kansas  Pacific  and 
Union  Pacific. 

A  House  resolution  of  inquiry  relative  to  the  Pacific  rail¬ 
roads. 

Two  bills  to  authorize  the  Pacific  railroads  to  construct 
branch  roads. 

A  bill  authorizing  the  Union  Pacific  to  make  running  ar¬ 
rangements  with  the  Cheyenne  and  Northern  Railway. 

A  Senate  resolution  to  investigate  the  Union  Pacific. 

A  House  resolution  to  investigate  the  Union  Pacific. 

A  House  resolution  to  prosecute  the  officers  of  the  Union 
Pacific. 

It  should  not  be  inferred  that  all  of  these  proposed  bills 
and  resolutions  were  without  merit;  in  fact,  the  contrary  is 
true  of  a  number  of  them.  But  the  very  fact  that  the  govern¬ 
ment  of  the  United  States  should  sustain  such  relations  with 
one  railway,  or  with  any  number  of  railways,  as  to  bring  forth 
such  a  degree  of  legislative  activity  of  the  character  which  has 
been  indicated  was  in  itself  an  indication  of  the  state  of  the 
public  mind  on  the  subject,  and  of  the  great  interference  and 
annoyance  to  which,  however  well  intended,  the  Union  Pacific 
was  subjected.  A  certain  amount  of  blame  attaches  to  both 
sides  for  the  existing  situation.  From  every  point  of  view 
the  situation  was  unsatisfactory.  The  sinking  fund  had 
proved  a  complete  failure  to  provide  for  the  eventual  liquida¬ 
tion  of  the  company’s  debt  to  the  government.  To  June  30, 
^85,  the  Union  Pacific  had  paid  in  $5,301,895.06  to  the  sink¬ 
ing  fund.  By  reason  of  the  premium  paid  for  government 
bonds,  the  income  of  this  sinking  fund  averaged  less  than  3 
per  cent  per  annum.01  Thus  a  large  sum  of  money  was  tied 
up  in  an  unprofitable  investment.  The  constant  introduction 


81  Report  of  the  Commissioner  of  Railroads  for  1885,  p.  4 
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of  bills  relating  to  the  company  made  the  situation  of  the 
company  uncertain,  and  seriously  handicapped  it  in  its  legiti¬ 
mate  business  transactions.  A  permanent  settlement  upon 
business  principles,  a  settlement  which  would  terminate  the 
peculiar  relations  between  the  company  and  the  government, 
was  demanded  by  the  interests  of  both  the  company  and  the 
government. 

What  to  do  with  the  Pacific  railroads  was  indeed  a  difficult 
question  to  answer,  and  one  sufficiently  perplexing  even  had 
it  not  been  necessary  to  reckon  with  two  additional  factors, 
namely,  a  blind  prejudice  based  on  ignorance  against  refunding 
the  debt,  in  the  belief  that  such  a  course  would  confer  some 
improper  advantage  upon  the  roads,  and  the  interests  of  a 
certain  class  of  speculators  who  preferred  the  existing  state  of 
uncertainty,  and  who  therefore  exerted  their  influence  against 
the  adoption  of  any  plan  for  permanent  settlement. 

Alternative  Proposals  of  Settling  Pacific  Railroad  Debts 

The  first  of  the  bonds  issued  to  the  Union  Pacific  would 
begin  to  mature  in  1895,  about  ten  years  distant,  and  the 
entire  debt  would  become  due  by  1899*  Judging  by  the  sums 
which  had  already  been  repaid,  the  debt  of  the  Union  Pacific 
to  the  government  would  amount  at  maturity  to  about  $50,- 
000,000  in  excess  of  the  road’s  aggregate  annual  payments 
under  the  different  statutory  provisions.  It  was  not  expected 
that  this  debt  could  be  paid  when  it  should  become  due.  One 
of  four  things  would  result:  The  government  might  pay  off 
or  assume  the  first  mortgage  and  itself  operate  the  road;  the 
government  might  foreclose  its  second  mortgage,  and  in  this 
way  recover  a  portion  of  its  advances  to  the  road;  the  govern¬ 
ment  might  execute  a  release  to  the  company ;  or  the  govern¬ 
ment  might  grant  an  extension  of  time  under  some  plan  for 
refunding  the  debt.  There  was  much  discussion  and  specula¬ 
tion  as  to  which  of  these  four  courses  should  be  adopted. 
Each  plan  had  its  advocates,  and  each  plan  had  its  objections. 
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The  government’s  lien  covered  only  the  main  line  of  the 
Union  Pacific  Railroad,  and  the  first  39315/ie  miles  of  the 
old  Kansas  Pacific.62  The  branch  lines  were  not  included,  nor 
some  valuable  terminals ;  and  it  was  an  open  question  whether 
the  government’s  mortgage  covered  the  bridge  at  Omaha.  The 
road  which  the  government  might  have  acquired  by  fore¬ 
closure  would  therefore  have  been  a  much  more  limited  system 
than  the  Union  Pacific  system  as  it  then  was.  The  loss  of  the 
branches,  however,  would  have  been  partly  offset  by  the  fact 
that  many  of  them  had  no  outlet  except  to  the  main  line,  and 
also  by  the  fact  that  any  disadvantage  which  might  result  from 
the  loss  of  such  branches  as  had  other  outlets  might  have  been 
remedied  by  the  government’s  unlimited  means  to  build  its 
own  feeder  lines.  The  real  opposition  to  acquisition  of  the 
road  by  the  government,  either  by  foreclosure  of  its  mortgage 
or  otherwise,  lay  not  in  any  question  regarding  the  extent  of 
the  government’s  lien,  but  in  the  reluctance  of  the  greater  part 
of  the  nation  to  permit  the  national  government  to  make  such 
radical  departure  in  economic  policy.  The  danger  of  financial 
loss  to  the  government  and  the  fear  of  incompetent  manage¬ 
ment  loomed  large  in  the  eyes  of  many  persons.  Private 
ownership  of  railroads  was  generally  believed  to  be  the  best 
course  for  the  nation,  and  it  was  deemed  unwise  to  change 
this  policy.  In  the  eighties,  Congress  and  the  people  did  not 
have  before  them  the  example  of  the  Panama  Canal,  which 
has  shown  that  the  dangers  of  government  ownership  are 
probably  less  than  had  been  generally  supposed.  Nevertheless, 
when,  after  the  recent  war  with  Germany,  a  similar  situation 
was  again  presented  and  the  question  raised  whether  to  retain 
the  roads  taken  over  and  operated  by  the  government  during 
the  war,  the  idea  of  continued  government  operation  of  our 
great  railroad  systems  was  again  rejected;  since  the  general 
opinion,  strengthened  by  widespread  dissatisfaction  with  the 
recent  Railroad  Administration,  is  still  against  government 


02  As  well  as  ioo  miles  of  the  Central  Branch  Union  Pacific. 
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ownership  and  operation  of  railroads.  In  the  eighties  it  was 
generally  believed  to  be  inexpedient  and  unwise  for  the  govern¬ 
ment  to  acquire  and  operate  the  Union  Pacific  Railway. 

The  second  alternative — foreclosure  and  sale — would,  it 
was  feared,  result  in  partial  or  complete  loss  to  the  govern¬ 
ment.  That  a  sufficient  sum  could  be  realized  by  a  foreclosure 
sale  to  pay  off  the  first  mortgage  and  also  repay  the  govern¬ 
ment  its  advances  was  not  anticipated. 

The  third  alternative — that  the  government  execute  a  re¬ 
lease  of  its  unpaid  claims  on  the  ground  that  the  advantages 
resulting  from  the  road’s  completion  far  outweighed  the  loss 
of  the  subsidy  would  have  severed  the  anomalous  relations 
between  the  United  States  and  the  railway  company*  but  aside 
from  the  loss  of  some  $50,000,000  which  were  legally  due 
the  government,  it  would  be  a  dangerous  precedent  for  the 
government  openly  to  permit  the  diversion  by  speculators  of 
a  vast  subsidy  to  their  private  use,  and  to  set  the  seal  of  official 
approval  upon  that  corporate  mismanagement  which  had 
brought  the  Union  Pacific  into  the  financial  predicament  in 
which  it  now  found  itself. 

The  fourth  plan  that  the  debt  be  refunded  at  a  lower  rate 
of  interest,  each  annual  payment  to  be  fixed — was  probably 
the  least  unsatisfactory  arrangement.  The  adoption  at  this 
time,  that  is  to  say,  in  the  eighties,  of  some  carefully  worked 
out  plan  of  refunding  which  would  terminate  the  disputes 
which  were  continually  recurring  was  the  only  plan  of  settle¬ 
ment  which  at  that  time  seemed  likely  to  result  in  the  ultimate 
payment  of  the  company’s  debt  to  the  government.  Viewed 
from  the  standpoint  of  debtor  and  creditor,  this  plan  offered 
the  most  satisfactory  solution  for  both  parties.  Refunding 
was  favored  not  alone  by  the  company,  but  by  government 
officials  and  other  men  who  had  studied  the  whole  situation 
with  a  view  to  reaching  the  best  and  fairest  solution.  As  early 
as  1882  the  United  States  Commissioner  of  Railroads  had 
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recommended  the  refunding  of  the  debt.63  The  report  of  every 
Commissioner  of  Railroads  since  1882  made  the  same  recom¬ 
mendation.  The  government  directors  in  their  annual  reports 
favored  the  plan.  To  be  sure,  refunding  would  not  be  finan¬ 
cially  so  advantageous  to  the  government  as  a  prompt  cash 
payment  in  full;  but  there  seemed  to  be  very  little  likelihood 
that  the  company  would  be  able  to  pay  its  debt  at  maturity. 

There  were  two  objections  to  refunding.  One  was  that 
to  make  concessions  to  the  company  appeared  to  recognize  as 
valid  the  acts  of  the  Credit  Mobilier,  and  the  transactions  of 
Gould,  which  had  brought  about  the  existing  situation.  While 
there  was  force  in  this  objection,  nevertheless  there  were  other 
considerations  which  should  be  taken  into  account.  The  com¬ 
pany  was  in  1885  no  longer  controlled  by  Gould.  There  was 
a  vast  difference  between  the  Adams  management  and  the 
Gould  management.  “I  by  no  means  defend  all  the  acts  or 
methods  of  the  Union  Pacific  managements  of  the  past,”  said 
Mr.  Adams  early  in  1886.  “No  one  criticized  these  more 
sharply  than  I  then;  no  one  realizes  the  consequences  of  them 
so  constantly  now.”64  Refunding,  which  necessarily  involved 
a  reasonable  extension  of  time  for  the  payment  of  the  debt, 
was  a  not  unreasonable  concession  to  the  new  stockholders,  as 
well  as  a  sound  financial  settlement  from  the  standpoint  of 
the  government. 

The  other  objection  lay  in  the  opposition  of  local  com¬ 
munities  along  the  line  of  the  road,  who  had  a  real  grievance 
against  the  high  local  tariffs  which  were  necessary  to  permit 
the  company  to  meet  its  inflated  interest  charges.  These 
communities  felt  that  if  the  debt  were  refunded,  the  annual 
payments  to  the  government  would  be  one  influence  against 
rate  reductions.  It  was  in  this  section  of  the  country  where 
there  was  the  strongest  sentiment  in  favor  of  foreclosure, 
which,  it  was  hoped,  would  “squeeze  out  the  water”  in  the 

43  Report  of  the  Commissioner  of  Railroads  for  1882,  pp.  12,  16. 

Remarks  before  the  Pacific  Railroad  Committee  of  the  House,  printed  in  the 
company’s  Annual  Report  for  1885,  p.  150. 
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road  s  capitalization,  and  so  make  feasible  lower  local  rates.  • 
As  refunding  was  not  as  a  matter  of  fact  adopted  in  the 
case  of  the  Union  Pacific,  it  is  impossible  to  say  what  would 
have  resulted  had  this  course  been  followed.  The  probability 
is,  however,  that,  notwithstanding  the  objections  there  were 
to  the  plan,  refunding  the  debt  would  at  that  time  have  been 
an  equitable  and  fairly  satisfactory  solution  of  a  difficult 
problem. 


Proposed  Outhwaite  Refunding  Bill 

On  April  26,  1886,  the  Committee  on  Pacific  Railroads, 
through  its  chairman,  Representative  Outhwaite,  of  Ohio, 
unanimously  reported  a  bill  for  the  refunding  of  the  Pacific 
railroad  debts.65  This  so-called  Outhwaite  bill  made  provision 
for  ascertaining  the  “present  worth”  of  the  debt  at  that  time, 
and  required  the  companies  to  retire  the  debt  by  means  of  fixed 
annual  payments.  The  debt  was  to  be  extended  for  seventy 
years  and  was  to  bear  interest  at  3  y2  per  cent.  The  Pacific 
railroad  companies  were  to  be  required  to  make  semiannual 
fixed  payments  to  the  government,  the  fixed  amount  in  the 
case  of  each  company  to  be  ascertained  in  a  manner  provided 
by  the  bill.  The  intention  of  the  bill  was  that  each  company 
should,  by  means  of  140  equal  semiannual  fixed  payments 
extending  over  a  period  of  seventy  years,  meet  the  interest 
at  the  rate  of  y/2  per  cent  per  annum  upon  the  “present  worth” 
of  the  debt,  and  in  addition  retire  the  principal  within  seventy 
years.  During  the  same  session  a  bill  embodying  the  same 
general  principles,  but  differing  in  certain  details  from  the 
Outhwaite  bill,  was  favorably  reported  in  the  Senate  by 
Senator  Hoar  from  the  Committee  on  the  Judiciary.66  Con¬ 
sideration  of  the  Senate  bill  was  postponed,  pending  the  action 
of  the  House  on  the  Outhwaite  bill.  / 

It  would  not  be  easy  at  this  distance  to  determine  the 


“  Cong.  Record,  49th  Cong., 
M  Ibid.,  p.  856. 


1st  sess.,  p.  3844. 
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merits  of  the  details  of  either  of  these  two  bills;  but  the  general 
principle  of  refunding  was  sound.  Many,  if  not  a  majority 
of  the  representatives  favored  the  passage  of  the  Outhwaite 
bill,  but  the  opposition  was  able  to  delay  its  consideration  from 
time  to  time.  A  certain  element  of  speculators  was  opposed 
to  its  passage  and,  if  we  may  accept  as  true  the  statements 
of  President  Adams,  exerted  considerable  influence  to  defeat 
the  bill.67  There  was  also  an  element  which,  remembering  the 
Credit  Mobilier  and  other  railroad  “scandals,”  was  more 
anxious  to  punish  someone  for  the  acts  of  former  administra¬ 
tions  of  the  Union  Pacific  than  accept  the  situation  as  it  was 
and  seek  the  best  solution  for  all  parties  concerned.  The  mere 
fact  that  the  Union  Pacific  was  known  to  favor  the  Outhwaite 
bill  was  to  them  sufficient  cause  for  opposing  it. 

Another  group  demanded  that  a  thorough  investigation 
precede  the  passage  of  any  act  for  the  settlement  of  the  Pacific 
railroad  debts.  Charges  that  the  Union  Pacific  was  insolvent 
and  that  its  management  was  corrupt  and  incompetent  were 
freely  made.  Such  charges  necessarily  injured  the  company’s 
credit.  It  was  asserted  that  Mr.  Adams  had  been  put  forward 
merely  to  quiet  the  opposition  to  the  company,  and  that  he 
was  a  mere  tool  in  the  hands  of  Gould,  who  was  asserted  to 
be  still  the  controlling  influence  in  the  Union  Pacific’s  councils. 
Many  such  statements  and  other  statements  of  like  import 
appeared  in  newspapers  and  in  congressional  debates.  As  a 
matter  of  fact,  such  charges  and  statements  had  no  foundation 
when  applied  to  the  Adams  administration.  Adams’  position 
was  definitely  announced  that  whatever  might  be  revealed 
regarding  former  administrations,  the  Union  Pacific  in  1886 
had  nothing  to  fear  from  an  investigation  into  its  management 
at  that  time.  So  far  as  information  is  at  all  available,  it  is 
now  safe  to  say  that  the  internal  management  of  the  Union 
Pacific  at  this  time  was  conducted  upon  principles  of  economy 
and  efficiency,  and  that  its  affairs  were  administered  in  accord- 
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ance  with  sound  business  methods.  Adams  professed  willing¬ 
ness  to  submit  the  affairs  of  the  Union  Pacific  to  a  searching 
investigation,  and  offered  to  aid  such  investigation  so  far  as 
possible,  if  the  results  of  the  inquiry  would  settle  permanently, 
upon  whatever  basis  the  investigators  should  determine,  the 
relations  of  the  company  with  the  government.68 

The  Outhwaite  bill  came  finally  before  the  House  for  con¬ 
sideration  on  the  5th  of  June,  1886;  but  the  dilatory  tactics 
of  its  opponents  prevented  its  passage.69  The  whole  Pacific 
railroad  question  went  over  to  the  short  session  of  the  forty- 
ninth  Congress.  During  that  session,  which  met  in  December, 
1886,  railroads  received  much  attention.  The  act  creating  the 
first  Interstate  Commerce  Commission  was  passed  in  the 
spring  of  1887.  The  Pacific  railroad  question  was  frequently 
discussed,  but  no  action  was  taken  upon  the  proposition  to 
refund  the  companies’  debts  to  the  government.  In  January, 
New  York  W orld  made  some  serious  charges  in 
reference  to  the  management  of  the  Central  Pacific,  alleging 
that  that  company’s  officers  had  made  a  practice  of  legislative 
bribery.  The  effect  of  these  charges  seems  to  have  been  to 
strengthen  the  element  which  demanded  an  investigation  of 
the  Pacific  railroads.  Congress,  during  the  closing  days  of 
the  session,  passed  an  act  authorizing  the  investigation  of 
the  books,  accounts  and  methods  of  railroads  which  have 
received  aid  from  the  United  States,  and  for  other  purposes.”70 
This  act  provided  for  the  appointment  of  a  Commission  of 
three  men  whose  duty  was  to  make  a  thorough  investigation 
of  the  Union  Pacific,  the  Central  Pacific,  the  Central  Branch 
Union  Pacific,  and  the  Sioux  City  and  Pacific.  This 
act  made  one  concession  to  the  companies;  it  provided  that 
funds  in  the  Thurman  Act  sinking  fund  might,  at  the  discre¬ 
tion  of  the  Secretary  of  the  Treasury,  be  invested  in  company 


68  Annual  Report  of  the  Union  Pacific  for  1886,  p  11 
to  Senator  Edmunds). 

««Cong.  Record,  49th  Cong.,  1st  sess.,  pp.  5316-38. 
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first  mortgage  bonds,  instead  of  in  bonds  of  the  United 
States.71 

Pacific  Railroad  Investigation  of  1887 

The  act  was  approved  by  President  Cleveland  on  March 
3,  1887.  The  work  of  investigation  started  immediately. 
President  Cleveland  appointed  as  members  of  this  Commis¬ 
sion,  Governor  Robert  E.  Pattison,  of  Pennsylvania,  chairman, 
and  E.  Ellery  Anderson,  of  New  York,  and  David  T.  Littler, 
of  Illinois.  The  inquiry  was  thorough.  Practically  every 
detail  of  the  history  and  management  of  the  Pacific  railroads 
was  carefully  investigated.  A  corps  of  expert  accountants 
examined  the  books  and  records  of  the  companies  while  the 
members  of  the  Commission  were  hearing  oral  testimony. 
The  investigation  commenced  in  the  early  spring  of  1887  and 
continued  throughout  the  summer  and  part  of  the  fall.  The 
consolidation  of  1880  received  much  attention  and  the  facts 
elicited  by  the  testimony  of  Jay  Gould,  Russell  Sage,  Sidney 
Dillon,  and  other  officers  and  directors  of  the  company  are 
conclusive  evidence  that  the  terms  of  that  consolidation  were 
without  justification,  whatever  might  be  said  as  to  the  advisa¬ 
bility  of  consolidation  had  the  terms  been  reasonable.  The 
question  of  branch  lines  and  constructive  mileage  allowances, 
and  their  effect  upon  the  road,  was  also  carefully  examined. 
Attention  was  not  alone  directed  to  the  distinctive  features  of 
the  history  of  the  Union  Pacific  and  the  other  bond-aided 
roads;  the  more  general  features  of  the  railroad  question, 
pools,  rates,  rebates,  discriminations,  competition,  the  long 
and  short  haul,  were  thoroughly  investigated.  The  testimony, 
as  printed,  fills  nine  volumes,  of  which  the  first  four  and 
portions  of  the  other  volumes  relate  to  the  Union  Pacific. 

In  the  fall  of  1887  the  Commission  reported  the  results 

71  The  annual  income  upon  an  investment  in  company  first  mortgage  bonds  was 
about  2  per  cent  higher  than  the  income  of  an  investment  in  government  bonds.  The 
Union  Pacific  had  frequently  asked  that  the  funds  in  the  sinking  fund  be  invested  in 
company  first  mortgage  bonds  instead  of  in  government  bonds. 
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of  its  investigation.  A  majority  and  a  minority  report  were 
submitted.  Commissioners  Anderson  and  Littler  submitted 
the  majority  report.  They  reported  : 

1.  That  while  the  consolidation  of  1880  might  have  had 
a  beneficial  result,  the  methods  by  which  it  was  obtained  must 
be  condemned,  and  that  the  terms  of  the  consolidation  placed 
a  heavy  additional  burden  upon  the  Union  Pacific. 

2.  That  the  branch  line  policy  of  the  Union  Pacific  was 
financially  sound  and  indispensable  to  the  road’s  prosperity, 
although  the  acquisition  of  a  number  of  branches  had  not  been 
economically  justified,  but  had  resulted  from  the  manipula- 
tions  of  the  management. 

3.  That  so  far  as  the  physical  condition  of  the  Union 
Pacific  was  concerned,  “the  railways  above  described  (the 
Union  Pacific  and  branches)  are  fully  provided  with  terminal 
facilities,  side  tracks,  station-houses,  and  railway  equipment, 
and  with  the  exception  of  the  shops,  machines,  and  tools  at 
Omaha,  represent  a  well-built  and  well-equipped  property, 

which  is  fully  able  to  discharge  all  the  services  that  may  be 
required  of  it.” 

4.  That  while  no  dividends  had  been  paid  contrary  to  the 
strict  letter  of  the  law,  the  payment  of  dividends  without  pro¬ 
viding  for  the  company’s  debt  to  the  government  and  in  the 
face  of  an  increasing  floating  debt  could  not  be  justified. 

5-  That  the  general  service  on  the  road  was  good,  except 
in  a  few  cases. 

6.  That  rebates  had  been  freely  granted  and  pooling  agree¬ 
ments  entered  into,  but  that  the  interest  of  the  government 
in  the  company  s  net  earnings  had  not  been  injuriously  affected 
thereby,  whatever  might  be  said  of  the  evils  of  the  practice 
of  allowing  rebates  and  the  effect  upon  the  community. 

7.  That  “the  evidence  established  the  frequent  use  by  the 
officials  of  the  Union  Pacific  Railway  Company  of  money  and 
passes  for  the  purpose  of  influencing  legislation,”  and  that 
while  no  direct  proof  of  actual  bribery  could  be  found,  money 
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had  been  spent  in  maintaining  lobbies,  and  in  “argument, 
persuasion  and  entertainment.” 

8.  That  while  the  acts  of  preceding  administrations  should 
be  severely  condemned  “in  our  judgment,  it  (the  Adams  ad¬ 
ministration)  is  fully  and  entirely  exonerated  from  the  con¬ 
demnation  to  be  passed  on  the  transactions  of  other  roads  and 
relating  to  other  periods.  We  are  satisfied  that  this  admin¬ 
istration  has  devoted  itself  honestly  and  intelligently  to  the 
herculean  task  of  rescuing  the  Union  Pacific  Railway  Com¬ 
pany  from  the  insolvency  which  seriously  threatened  it  at  the 
inception  of  its  work;  that  it  has  devoted  itself,  by  rigid  econ¬ 
omy,  by  intelligent  management,  and  by  an  application  of 
every  dollar  of  the  earning  capacity  of  the  system  to  its  im¬ 
provement  and  betterment  to  place  that  company  on  a  sound 
and  enduring  financial  foundation.” 

9.  That  the  companies’  debts  to  the  government  be 
refunded. 

In  support  of  the  recommendation  that  the  companies’ 
debts  be  refunded,  the  majority  commissioners  submitted 
drafts  of  four  refunding  bills,  one  for  each  of  the  Pacific 
railways.  The  plan  they  proposed  was  similar  to  the  plan  of 
the  Outhwaite  bill. 

The  minority  commissioner,  Governor  Pattison,  differed 
from  the  majority  in  four  particulars.  He  refused  to  join 
in  the  opinion  expressed  by  the  majority  commissioners  re¬ 
garding  the  Adams  administration.  He  denounced  the  com¬ 
pany’s  branch  line  policy  as  extravagant,  as  a  means  of 
improperly  diverting  the  company’s  earnings  by  the  con¬ 
structive  mileage  factor,  and  as  an  extreme  example  of  the 
speculative  railroad  development  of  the  period.  In  this  view 
he  stood  almost  alone;  of  the  testimony  taken  by  the  com¬ 
missioners,  all  that  worthy  of  serious  consideration  was  to 
the  contrary.  Governor  Pattison  also  denounced  in  very 
strong  terms  the  system  of  rebates  and  discriminations,  and 
held  up  this  system  as  one  example  of  the  way  in  which  this 
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company  was  in  the  habit  of  breaking  faith  with  the  people. 
In  this  particular  Pattison,  while  rightly  indignant  at  the  sys¬ 
tem  of  rebates,  was  not  altogether  fair  in  placing  the  whole 
burden  of  the  blame  for  this  system  upon  the  Union  Pacific. 
As  for  the  Adams  administration,  it  was  clear  that  it  was 
not  responsible  for  the  practice  of  rebating;  Adams  had  been 
compelled  to  accept  conditions  as  they  were.  Finally,  the  mi¬ 
nority  commissioner  reported  against  refunding  the  debt  to 
the  government ;  he  failed,  however,  to  offer  any  affirmative 
proposition  as  an  alternative. 

The  report  of  this  Pacific  Railway  Commission  was  an 
authoritative  discussion  of  the  Pacific  railway  situation  by 
men  who  spent  their  entire  time  for  over  half  a  year  in  care¬ 
fully  investigating  the  facts  and  personally  examining  the 
men  who  had  managed  the  company’s  affairs.  When  Presi¬ 
dent  Cleveland  submitted  their  report  to  Congress  he  urged 
the  necessity  of  settling  the  questions  at  issue  once  and  for 
all  time.  “The  public  interest,”  said  President  Cleveland, 
“urges  prompt  and  efficient  action.”  Prompt  and  efficient 
action,  however,  is  not  usually  a  characteristic  of  legislatures. 
The  report  of  the  Commission  was  printed,  together  with  the 
nine  volumes  of  testimony,  and  many  fruitless  debates  over 
the  Pacific  railroad  question  occurred  during  the  two  sessions 
of  the  fiftieth  Congress,  from  1887  to  1889.  No  result  was 
reached,  however,  and  the  situation  continued  as  before,  the 
debt  to  the  government  increasing  every  year  and  the  time 
of  maturity  rapidly  drawing  near. 

In  1888  the  Adams  administration  decided  that  the  debt 
should  not  increase  further  through  the  interest  account.  It 
was  decided  to  set  aside  a  sum  of  money  or  securities  to  be 
each  year  paid  over  to  the  American  Loan  and  Trust  Com¬ 
pany  of  Boston,  as  trustee,  this  sum  to  be  equal  to  the  de¬ 
ficiency  between  the  company’s  payments  into  the  sinking 
fund  and  the  annual  interest  paid  by  the  government.72  This 


73  Annual  Report  of  the  company  for  1888,  p.  10. 
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additional  sinking  fund — which  should  have  been  established 
many  years  earlier — was,  however,  not  maintained;  for  sur¬ 
plus  earnings  were  not  large  the  following  year,  1889,  and  it 
seemed  advisable,  on  account  of  the  pressing  necessity  for 
certain  physical  improvements,  to  defer  this  plan  for  a  time.78 
The  plan  was  adopted  too  late.  The  company  was  just  about 
able  to  meet  its  fixed  charges  and  maintain  its  property. 
Surplus  earnings  available  for  such  a  sinking  fund  or  ap¬ 
plicable  to  dividends,  that  is,  the  surplus  remaining  after  the 
payment  of  fixed  charges  and  interest  guaranties  upon  out¬ 
standing  branch  line  bonds,  showed  a  falling  off  from  2]/2 
per  cent  upon  the  capital  stock  in  1888  to  1.9  per  cent  in 
1889.  This  falling  off  resulted  principally  from  the  failure 
of  some  of  the  subsidiary  lines  to  earn  the  interest  on  their 
bonds  outstanding.  The  decrease  in  amount  was  from 
$1,551,911.90  in  1888  to  $1,144,904.03  in  1889.74  It  was 
therefore  decided  not  to  diminish  still  further  the  relatively 
small  surplus  now  available  for  permanent  improvements,  and 
the  situation  remained  unchanged. 

Branch  Line  Consolidations;  Oregon  Railway  and  Naviga¬ 
tion  Company  Purchase 

The  Adams  administration  had  continued  the  policy  of 
building  feeder  lines.  The  system  grew  in  mileage  and  it 
soon  became  cumbersome  to  manage  through  so  many  dif¬ 
ferent  corporate  organizations.  A  number  of  subsidiary  lines 
were  merged  into  one  organization  when,  on  August  1,  1889, 
the  Oregon  Short  Line,  the  Utah  and  Northern,  the  Utah 
Central,  and  several  shorter  lines  were  merged  into  a  new 
subsidiary  corporation  which  was  called  the  Oregon  Short 
Line  and  Utah  Northern  Railway.76  During  the  same  year, 
1889,  this  new  corporation,  the  Oregon  Short  Line  and  Utah 
Northern  Railway,  purchased  control  of  the  Oregon  Railway 


78  Ibid.,  1889,  p.  9. 

74  Ibid.,  p.  37. 

75  Annual  Report  of  the  company,  1889,  p.  11. 
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and  Navigation  Company.  The  reasons  for  this  step  were: 
First,  the  money  necessary  to  purchase  control  of  this  com¬ 
pany  could  be  borrowed  at  5  per  cent,  while  under  the  exist¬ 
ing  lease76  the  Oregon  Short  Line  and  Utah  Northern  guar¬ 
anteed  a  dividend  of  6  per  cent  on  the  stock  of  the  Oregon 
Railway  and  Navigation  Company,  so  that  a  saving  in  inter¬ 
est  of  1  per  cent  per  annum  was  effected  to  the  extent  of  the 
shares  bought  by  the  Oregon  Short  Line  and  Utah  Northern 
Railway;  and  second,  that  there  was  danger  that  the  Northern 
Pacific  might  acquire  control  of  the  Oregon  Railway  and 
Navigation  Company,  to  the  disadvantage  of  the  Union 
Pacific  system.  About  one-half  of  the  stock  of  the  Naviga¬ 
tion  Company  was  purchased  by  the  Oregon  Short  Line  and 
Utah  Northern  Railway,  at  a  cost  of  a  little  over  $12,000,000. 77 
It  was  apparently  intended  to  issue  a  new  series  of  collateral 
trust  bonds  secured  by  the  stock  of  the  Oregon  Railway  and 
Navigation  Company  to  cover  this  purchase,78  but  for  some 
reason  this  was  not  done.  A  large  part  of  the  funds  necessary 
for  this  $12,000,000  investment  was  raised  by  the  company’s 
ordinary  bills  payable,  whereby  a  large  floating  debt  was  again 
created.  In  place  of  a  surplus  of  cash  and  quick  assets  of  over 
$5,000,000  in  1888,  the  company’s  gross  floating  debt 
exceeded  $7,000,000  and  its  net  floating  debt  amounted  to 
$4,489,563.60  at  the  close  of  the  year  1889. 70  The  Oregon 
Railway  and  Navigation  Company  was  an  important  acquisi¬ 
tion;  but  there  was  danger  in  this  assumption  of  such  large 
floating  liabilities. 

A  number  of  other  consolidations  of  subsidiary  corpora¬ 
tions  were  made.  The  largest  of  the  new  corporations  was 
the  Union  Pacific,  Denver  and  Gulf  Railway.  This  com¬ 
pany  was  a  consolidation  of  the  old  Colorado  Central,  the 
Georgetown,  Breckenridge  and  Leadville  Railway,  the  Den- 

76  See  supra,  p.  182. 

77  Annual  Report,  1880,  p.  11. 

78  Ibid.,  p.  12. 

79  Annual  Report  of  the  company  for  1889,  p.  74. 
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ver,  Marshall  and  Boulder  Railway,  and  some  other  short 
branches  together  with  a  system  of  lines  extending  from 
Denver  to  the  Gulf  of  Mexico;  this  last  named  system  of 
lines  had  not  before  been  a  part  of  the  Union  Pacific  system. 
This  consolidation  was  completed  on  April  1,  1890. 80 

One  result  of  extensive  branch  line  investments  was  the 
steady  and  rapid  increase  of  the  floating  debt.  The  com¬ 
pany’s  net  unfunded  liabilities  fluctuated  during  the  year  1890, 
and  for  a  time  were  greatly  reduced,  but  at  the  close  of  that 
year  they  exceeded  $7,000,000,  the  largest  they  had  ever  been 
in  the  company’s  history.81 

Retirement  of  Adams;  Return  of  Gould  Control 

What  plans  the  Adams  administration  had  to  meet  this 
situation  is  a  matter  of  conjecture;  for  late  in  the  year  1890 
the  management  again  changed.  Toward  the  close  of  that 
year  Gould  again  became  a  power  in  the  Union  Pacific.  The 
company’s  stock  had  in  the  middle  of  the  eighties  advanced 
materially  over  the  low  figure  at  which  it  had  been  quoted 
in  June,  1884,  in  the  expectation  that  the  Adams  management 
would  again  place  the  company  upon  a  dividend  basis.  But 
the  uncertain  policy  of  Congress  with  respect  to  the  Pacific 
railroads  had  a  depressing  influence  upon  the  stock.  Earnings 
fell  off  on  account  of  increased  competition  and  crop  fail¬ 
ures;  and  after  all  hope  for  the  resumption  of  dividends  had 
disappeared  in  1890,  the  stock  again  became  attractive  to  specu¬ 
lators.82  Control  of  the  Union  Pacific  again  passed  into  the 
hands  of  Jay  Gould.  Thereupon  Adams  resigned  his  office, 
on  November  24,  1890.  He  was  followed  by  Sidney  Dillon, 
the  same  man  who  preceded  him  in  this  office.  Jay  Gould  and 
Russell  Sage  again  became  directors. 

The  six  and  a  half  years  during  which  Charles  Francis 

s0  Annual  Report  of  the  company  for  1889,  p.  35.  These  lines  were  substantially 
the  same  as  those  of  the  present  Colorado  and  Southern  road. 

81 1  bid.,  p.  11. 

82  Union  Pacific  ranged  in  the  neighborhood  of  65  during  the  greater  part  of  the 
Adams  administration.  In  the  fall  of  1890.  however.  Union  Pacific  fluctuated  in  the 
neighborhood  of  45. 
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Map  of  Union  Pacific  System  in  1891 
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Adams  occupied  the  office  of  president  of  the  Union  Pacific 
Railway  form  an  interesting  and  unique  chapter  in  American 
railroad  history.  It  has  often  happened  that  men  in  control 
of  great  railroads  have  not  operated  their  properties  as  rail¬ 
roads  primarily,  but  have  preferred  to  further  their  own  ends 
by  skilful  stock  manipulations  in  order  to  make  profits  on  the 
stock  market,  so  that  as  a  result  the  interests,  not  alone  of 
the  public  but  of  the  security-holders,  are  sacrificed.  Presi¬ 
dent  Adams  administered  the  affairs  of  the  Union  Pacific 
Railway  upon  the  theory  that  he  was  the  trustee  of  the  stock¬ 
holders  and  that  it  was  his  business  to  protect  their  interests. 
It  seems  to  have  been  his  aim  so  far  as  he  was  able  to  remove 
the  causes  of  complaint  which  existed  between  the  railway 
company  and  the  communities  which  were  served  by  it,  and 
to  foster  more  friendly  relations  between  them.  A  sweeping 
reform  of  railroad  practices  was  not  possible,  however.  The 
practical  necessities  of  railroad  management  and  the  demands 
of  competition  at  that  time  prevented  any  one  company  from 
abandoning  rebates,  passes,  and  discriminations.  Above  all, 
Adams  was  unable  to  remove  the  chief  difficulty  with  the 
whole  situation,  the  excessive  capitalization  of  the  Union 
Pacific. 


CHAPTER  X 

RECEIVERSHIP  AND  REORGANIZATION 


Issue  of  Collateral  Trust  Notes 

A  leading  financial  journal  observed,  in  1891,  that  the 
new  Gould-Dillon  management  came  into  office  upon  the  same 
issue  which  six  and  a  half  years  earlier  had  turned  out  the 
former  Dillon  management  and  brought  the  Adams  admin¬ 
istration  into  office,  namely,  the  problem  of  a  large  and  un¬ 
wieldy  floating  debt.1  This  comment  is  somewhat  mislead¬ 
ing.  The  retirement  of  Mr.  Adams  did  not  come  about  as  a 
lesult  of  a  disagreement  among  opposing  factions  of  share¬ 
holders  in  regard  to  the  corporation’s  financial  policy.  Adams 
learned  in  the  fall  of  1890  that  the  Gould  interests  had  again 
come  into  control  of  the  Union  Pacific,  and  when  he  dis¬ 
covered  this  to  be  the  fact  he  resigned.  Had  the  Adams 
administration  continued  in  office  it  would  doubtless  have 
provided  in  some  way  for  the  new  floating  debt,  which  rep¬ 
resented  the  company’s  investments  in  auxiliary  lines,  espe¬ 
cially  the  Oregon  Railway  and  Navigation  Company,  and  the 
Union  Pacific,  Denver  and  Gulf.  It  is  nevertheless  a  co¬ 
incidence  that  just  as  the  former  Dillon  management  had  left 
a  large  floating  debt  to  the  Adams  management,  so  now  the 
Adams  management,  when  it  went  out  of  office,  left  a  net 
floating  debt  slightly  larger  than  the  net  floating  debt  which 
had  faced  the  company  in  June,  1884. 

The  Adams  administration  had  been  able  to  reduce  the 
former  floating  debt  and  finally  wipe  it  out  altogether,  partly 
out  of  the  company’s  surplus  earnings  and  partly  by  the  sale 
of  securities  in  the  company’s  treasury.  The  problem  of  meet¬ 
ing  the  new  floating  debt  was  more  difficult  now  than  it  had 


1  Chron.,  72:  1239. 
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been  before.  The  company’s  net  surplus  earnings,  after  pay¬ 
ing  all  fixed  charges  and  deficits  of  branch  lines  did  not,  in 
1891,  provide  a  large  margin.  The  company  was,  more¬ 
over,  not  willing  to  retire  the  floating  debt  by  disposing  of 
any  considerable  amount  of  its  branch  line  securities  at  a 
sacrifice.  It  was  nevertheless  imperative  to  make  some  pro¬ 
vision  for  taking  care  of  the  company’s  large  unfunded 
obligations.  The  directors  during  the  summer  of  1891 
evolved  a  plan  for  the  temporary  retirement  of  the  floating 
debt.  This  plan  was  materially  different  from  the  manner 
in  which  the  same  problem  had  been  met  before,  by  the  Adams 
administration. 

Under  the  new  plan  a  series  of  3-year  6  per  cent  collateral 
trust  notes  was  to  be  issued,  and  part  of  this  issue  to  be  used 
to  retire  the  floating  debt.2  These  notes  were  to  be  issued  at  a 
discount  of  7^  per  cent  to  such  holders  of  the  floating  debt 
as  were  willing  to  accept  them.  Holders  of  the  floating  debt 
who  refused  to  accept  payment  of  these  new  notes  were  to 
be  paid  in  cash  realized  from  the  sale  of  these  notes.  A  syndi¬ 
cate  of  Jay  Gould,  Russell  Sage,  Sidney  Dillon,  F.  L.  Ames, 
and  a  number  of  other  directors  of  the  Union  Pacific  agreed 
to  underwrite  the  series.3  The  authorized  issue  was  to  be 
$24,000,000,  but  of  this  amount  only  about  $18,000,000  were 
actually  issued.  As  collateral  security  for  the  payment  of 
these  notes,  all  the  unpledged  bonds,  stocks,  and  notes  owned 
by  the  Union  Pacific,  these  bonds  and  stocks  representing 
control  of  the  auxiliary  lines,  were  deposited  in  trust  with 
Drexel,  Morgan  and  Company,  as  trustees.  The  par  value  of 
the  bonds  so  deposited  was  $39,826,566,  the  par  value  of  the 
stock  was  $56,334,418,  and  the  par  value  of  the  company’s 
bills  receivable  so  deposited  was  $2,342,481.  The  market 
value  of  the  entire  lot  of  securities  and  notes  so  deposited  was 

2  Copy  of  the  trust  indenture  is  in  the  Annual  Report  of  the  company  for  1891, 
P-  139- 

8  Chron.  53:  187  (1891). 
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estimated  at  $42, 105, 047. 4  The  trustees  were  permitted  at 
their  discretion  to  reduce  the  principal  of  these  notes  by  selling' 

from  time  to  time  portions  of  the  securities  which  had  been 
so  pledged. 

This  plan  relieved  the  Union  Pacific  from  the  immediate 
pressure  of  the  floating  debt.  It  was  expected  that  as  favor¬ 
able  opportunities  were  presented  from  time  to  time  a  portion 
of  the  collateral  might  be  sold  advantageously,  and  it  was 
hoped  that  a  general  improvement  in  business  would  place 
the  company  in  a  better  position  to  meet  whatever  notes  might 
remain  outstanding  at  the  maturity  of  the  series.  For  a  time 
it  seemed  that  a  general  improvement  in  the  company’s  busi¬ 
ness  would  take  place.  The  two  years  of  1891  and  1892  saw 
a  general  increase  in  tonnage  and  in  gross  and  net  earnings, 
although  the  net  earnings  of  the  system  increased  very  slowly 
as  compared  with  the  very  large  increase  in  business.  In  the 
year  1892  both  gross  and  net  earnings  reached  the  highest 
point  they  had  ever  attained  in  the  company’s  history;  yet  the 
fixed  charges  upon  the  8,000  miles  of  the  system  left  but  a 
small  relative  surplus  applicable  to  dividends.5  The  earnings 
of  the  first  half  of  the  year  1893  showed  a  falling  off;  but  the 
decrease  was  not  alarming.  Late  in  the  spring  of  the  year 
*^93  the  Commercial  and  Financial  Chronicle  observed  that 
“the  affairs  of  this  great  property  are  hence  on  the  whole  in 
a  pretty  satisfactory  condition.”6  Between  1891  and  1893 
about  $7,000,000  were  realized  from  the  sale  of  some  of  the 
securities  against  which  the  collateral  trust  notes  of  1891  had 
been  issued,  so  that  the  total  amount  of  these  notes  outstanding 
was  reduced  from  about  $18,000,000  to  $11,430,000  by  the 
close  of  the  first  half  of  1893. 7 

An  attempt  of  some  foreign  interests  at  the  annual  election 


*  Chron.  53:  290 
5  Annual  Reports 
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charges  upon  the  entire  Union  Pacific  system  amounted  to  $2,o69,1 
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in  the  spring  of  1892  to  oust  Gould  and  Sage  from  the  direc¬ 
torate  and  elect  an  independent  board  of  directors  was  unsuc¬ 
cessful.* 8  At  this  election  S.  H.  H.  Clark  was  elected  to  fill 
the  office  of  president,  which  had  again  become  vacant  by  the 
resignation  of  Sidney  Dillon.  Before  the  end  of  the  same 
year,  1892,  Jay  Gould  died,  and  his  son,  George  Gould,  was 
elected  to  succeed  him  on  the  board  of  directors. 

The  floating  debt  had  been  temporarily  provided  for.  The 
road’s  earnings  were  sufficient  during  the  prosperous  years 
of  1891  and  1892  to  meet  fixed  charges,  and  if  the  government 
would  grant  an  extension  of  time  to  the  company  for  the 
payment  of  its  debt  under  some  arrangement  which  would 
terminate  the  existing  unsatisfactory  relations,  a  rise  in  the 
market  values  of  the  company’s  securities  might  be  reasonably 
expected.  The  date  of  maturity  of  the  subsidy  bonds  was 
now  near  at  hand,  and  the  question  of  settlement  could  not 
long  be  postponed.  Other  classes  of  bonds  were  about  to 
mature,  and  the  chance  would  soon  be  offered  to  refund  them 
at  lower  rates  of  interest.  When  Gould  again  acquired  control 
of  the  Union  Pacific  the  stock  values  were  down.  It  was 
therefore  in  Gould’s  interest  so  to  manage  the  road  as  to 
bring  up  the  market  value  of  the  stock.  Without  question, 
too,  the  great  system  of  southwestern  roads  which  Gould  con¬ 
trolled9  would  be  benefited  by  his  control  of  the  Union  Pacific. 
But  whatever  may  have  been  his  plans,  they  were  never  carried 
out. 

Near  Maturity  of  Subsidy  Bonds 

The  government’s  second  mortgage  would  mature  from 
time  to  time  between  November  1,  1895,  and  January  1,  1899. 
On  December  14,  1891,  Senator  Frye,  of  Maine,  introduced 
a  bill  in  the  Senate  for  the  refunding  of  the  Pacific  railroad 

8  Chron.,  54:  725  (1892). 

8  The  Missouri  Pacific-Iron  Mountain  system,  including  the  Texas  and  Pacific  and 

a  number  of  other  important  lines.  The  system  extended  in  a  general  southwesterly 
direction  from  St.  Louis. 
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debts  for  a  period  of  100  years,  with  interest  at  1  per  cent  per 
annum  for  ten  years,  commencing  in  1892,  and  at  2  per  cent 
per  annum  thereafter.10  This  bill  was  approved  by  the  Com¬ 
missioner  of  Railroads,  except  that  the  Commissioner  recom¬ 
mended  that  interest  at  2  per  cent  per  annum  begin  at  once.11 
Under  the  Commissioner’s  plan,  the  entire  debt  was  to  be 
retired  at  the  end  of  100  years.  The  companies  were  to  pay 
each  year,  in  addition  to  the  annual  interest  at  2  per  cent,  a 
portion  of  the  principal.  Payments  upon  both  principal  and 
interest  for  the  first  ten  years  under  the  plan  proposed  by  the 
Commissioner  would  have  averaged,  in  the  case  of  the  Union 
Pacific,  $1,224,259.52  annually  for  the  first  ten  years,  and 
$G349 >877. 1 5  for  the  entire  period,  or  about  the  same  amount 
which  the  Union  Pacific  was  at  that  time  annually  paying  to 
the  government  under  the  provisions  of  the  Thurman  Act; 
only  if  the  proposed  plan  were  adopted,  payments  would  be 
fixed,  instead  of  contingent  upon  the  road’s  net  earnings. 
Neither  the  plan  proposed  in  Senator  Frye’s  bill  nor  the  plan 
recommended  by  the  Commissioner  of  Railroads  was  adopted 
by  Congress. 

So  long  as  the  Adams  administration  and  the  element  of 
the  stockholders  which  Adams  represented  were  in  control, 
the  government  was  dealing  with  a  management  in  no  wise 
responsible  for  the  situation,  and  one  which  was  endeavoring 
to  remedy,  so  far  as  possible,  the  unsatisfactory  relations 
between  the  company  and  the  government.  These  unsatisfac¬ 
tory  relations  the  acts  of  past  administrations  had  done  much 
to  bring  about.  What  had  been  done  by  former  managements 
could  not  be  undone,  and  the  problem  was  how  best  to  deal 
with  an  existing  situation.  The  case  was  somewhat  altered 
after  1890.  The  company’s  continued  failure  to  pay  dividends 
was  partly  attributable  to  the  government’s  vacillating  policy. 


“Cong.  Record,  52nd  Cong.,  1st  sess.,  p.  43. 
u  Report  of  the  Commissioner  of  Railroads  for  1892,  p.  6. 
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As  Adams  had  predicted,12  the  failure  of  the  road  to  pay  divi¬ 
dends  had  again  resulted  in  control  of  the  road  by  speculators. 
The  same  group  was  in  control  after  1890  which  had  man¬ 
aged  the  property  from  1873  to  1884,  and  this  group  was  to 
a  large  degree  responsible  for  the  existing  unsatisfactory 
condition  of  affairs. 

On  the  other  hand,  from  a  business  point  of  view1  the 
situation  was  unchanged.  Extension  of  time  offered  what 
appeared  to  be  the  best  proposition  to  the  government,  espe¬ 
cially  if  a  plan  of  refunding  were  adopted  which  would  give 
to  the  government,  instead  of  the  lien  upon  the  main  line  only, 
a  superior  security  by  way  of  a  lien  upon  all  of  the  assets  of 
the  company,  its  branches,  terminals,  and  lands.  The  alterna¬ 
tive  to  refunding  was  foreclosure.  Viewed  from  a  financial 
standpoint,  a  foreclosure  which  would  result  in  government 
ownership  was  open  to  objection.  In  case  of  foreclosure  it 
would  be  necessary  for  the  government  either  to  assume  or 
pay  the  various  prior  mortgages  upon  different  portions  of 
the  line.  These  prior  mortgages  amounted  to  over  $35,000,- 
000  in  the  case  of  the  Union  Pacific,  and  to  over  $63,000,000 
in  the  case  of  all  the  bond-aided  roads.13  If  this  should  be 
done,  the  government  would  then  acquire  a  single  trunk  line 
extending  from  Omaha  to  Ogden,  and  from  Ogden  to  the 
Pacific  Coast,  as  well  as  the  former  Kansas  Pacific  line  from 
Kansas  City  west  for  393 15/iq  miles.14  The  government’s 
lien  did  not  cover  any  of  the  branches,  nor  the  line  from  the 
394th  mile  post  on  the  Kansas  Division  of  the  Union  Pacific 
to  Cheyenne,  nor  valuable  terminal  properties  at  Omaha, 
Denver,  and  Kansas  City,  nor  terminal  properties  at  Oakland, 
California,  belonging  to  the  Central  Pacific.  It  was  a  disputed 
question  whether  the  government’s  lien  extended  over  the 
Omaha  Bridge.  Unless  the  government  should  invest  a  large 

12  Adams’  remarks  before  the  House  Committee  on  Pacific  Railroads,  printed  in 
the  company’s  Annual  Report  for  1885,  p.  148. 

13  Report  of  the  Railroad  Commissioner  for  1892,  p.  15. 

14  As  well  3s  the  Sioux  City  and  Pacific  and  zoo  miles  of  the  Central  Branch 
Union  Pacific, 
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additional  sum  in  acquiring  terminals  and  feeder  lines  neces¬ 
sary  to  the  successful  operation  of  the  Union  Pacific,  the 
portions  covered  by  the  government’s  lien  would  be  of  little 
value  if  other  companies  which  owned  connecting  lines  and 
terminals  should  refuse  to  make  traffic  agreements  with  the 
government.  It  was  the  general  belief  that  for  the  govern¬ 
ment  to  acquire  the  Pacific  railroads  would  entail  heavy  out¬ 
lays,  and  the  attitude  of  the  great  bulk  of  persons  who  were 
familiar  with  the  question  was  expressed  by  the  Commissioner 
of  Railroads  when  he  said,  “It  is  time  to  get  money  out  of  the 
Pacific  railroads,  not  to  put  more  in.”15 

Insolvency  of  Company;  Appointment  of  Receivers 

The  company’s  relations  with  the  United  States  govern¬ 
ment  continued  unchanged  for  some  years  after  1891.  Leav¬ 
ing  this  question  for  a  time  and  turning  to  the  internal  history 
of  the  company,  we  find  that  the  first  three  years  of  this 
decade,  like  the  first  three  years  of  the  previous  one,  were 
years  of  increasing  traffic  and  increasing  earnings.  Net  earn¬ 
ings  did  not,  however,  increase  in  proportion  to  the  very  large 
increase  of  traffic ;  for  rates  declined  rapidly  each  year  after 
1890.  The  averaged  rates  per  ton  per  mile  upon  the  consoli¬ 
dated  line  and  upon  the  system  during  the  first  four  years  of 
the  decade  were  :16 


Year 

Consolidated  Line 

System 

1890 

1.21 

1.38 

1891 

1. 13 

1-34 

1892 

1. 10 

1.31 

1893 

I.OI 

1.21 

In  1891,  although  the  number  of  tons  carried  one  mile  exceeded 
the  number  of  tons  carried  one  mile  in  1890  by  3%  per  cent, 
freight  earnings  increased  but  7/10  of  1  per  cent.17  Tonnage 
increased  3%  per  cent  the  following  year,  while  freight  earn- 

15  Report  of  the  Commissioner  of  Railroads  for  1802.  d.  20 

16  Annual  Reports. 

17  Annual  Report  for  1803,  p.  19. 
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ings  increased  but  1%  per  cent.  In  the  same  year,  1892,  the 
number  of  passengers  carried  one  mile  increased  2%  per  cent, 
while  passenger  earnings  actually  decreased.18 

In  the  year  1893,  earnings  declined  to  such  a  point  that 
the  road  became  insolvent.  The  last  six  months  of  the  year 
were  particularly  disastrous.  The  net  earnings  of  the  entire 
system  for  1893  were  over  $4,250,000,  or  over  30  per  cent 
less  than  the  corresponding  figures  for  1892.  The  complete 
demoralization  of  business  which  resulted  from  the  nation¬ 
wide  financial  panic  of  1893  was  the  direct  cause  of  this 
decline.  The  earnings  of  every  railroad  in  the  country  suf¬ 
fered.  Before  the  end  of  the  year  a  large  percentage  of  the 
railway  mileage  of  the  country  had  been  placed  in  the  hands 
of  receivers.  So  far  as  the  Union  Pacific  was  concerned,  crop 
failures  in  the  region  through  which  the  road  passed  intensi¬ 
fied  the  situation,  which  became  still  worse  after  the  repeal  of 
the  Sherman  Silver  Purchase  Act  closed  the  United  States 
mints  to  silver  coinage  and  compelled  the  Colorado  silver  mines 
to  suspend  operations. 

The  severity  of  competition  among  western  railroads  had 
recently  been  increased  by  the  completion  of  a  new  transcon¬ 
tinental  line,  the  Great  Northern.  The  Union  Pacific  had  now 
three  competitors  for  the  overland  traffic  of  the  northwest: 
the  Northern  Pacific,  the  Canadian  Pacific,  and  the  Great 
Northern.  The  company’s  financial  situation  was  in  1893 
complicated  by  the  near  approach  of  the  date  of  maturity  of 
four  classes  of  Union  Pacific  bonds.  The  “sinking  fund  8 
per  cents,’’  of  which  a  little  over  $5,000,000  remained  out¬ 
standing,  matured  in  September,  1893.  The  collateral  trust 
notes  of  1891  matured  in  1894.  The  government  subsidy  debt 
and  the  company’s  first  mortgage  bonds  matured  at  intervals 
from  1895  to  1899.  The  old  land  grant  bonds  had  been 
redeemed  and  canceled,19  and  the  sinking  fund  8’s  now 

38  Annual  Report  for  1893,  p.  19. 

18  Except  eight  bonds  of  $1,000  each. 
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constituted  a  first  mortgage  on  so  much  of  the  land  grant  as 
remained  unsold.  These  sinking  fund  bonds  were  well  secured, 
and  the  company  was  able  to  make  an  arrangement  in  August, 
whereby  the  time  for  their  redemption  was  extended 
until  1899*  the  other  classes  of  bonds  matured,  however, 
the  changed  business  conditions  would  make  it  difficult  for  the 
company  to  refund  them  advantageously. 

By  the  fall  of  1893  it  had  become  evident  that  a  receiver¬ 
ship  could  no  longer  be  avoided.  It  was  plain  from  the  returns 
of  the  first  nine  months  of  the  year  that  the  year’s  net  earn¬ 
ings  would  fall  far  below  the  net  earnings  of  1892,  and  that 
they  would  probably  be  insufficient  to  meet  fixed  charges.  In 
October,  1893,  three  large  stockholders  of  the  Union  Pacific, 
Edwin  F.  Atkins,  Peter  B.  Wyckoff,  and  the  executors  of 
the  estate  of  Frederick  L.  Ames,21  brought  proceedings  in  the 
United  States  Circuit  Court  for  the  district  of  Nebraska, 
wherein  the  insolvency  of  the  Union  Pacific  was  alleged,  and 
appointment  of  receivers  for  the  Union  Pacific  system  was 
asked  for.  The  complaint  declared  that  such  a  course  was 
necessary  in  order  to  prevent  the  dismemberment  of  the  system 
by  foreclosure  suits.  Said  the  complaint: 

The  various  mortgages  securing  the  bonds  and  obligations 
(of  the  different  portions  of  the  System)  will  become  de¬ 
faulted  and  subject  to  foreclosure  proceedings,  and  the  said 
Union  Pacific  System  will  be  dismembered,  depreciated,  and 
dissipated,  to  the  manifest  and  irreparable  injury  to  the  public 
and  the  Government  of  the  United  States,  and  the  company’s 
creditors  and  shareholders. 


The  complainants  asked  that  the  property  be  taken  into 
judicial  custody  in  order  to  prevent  the  system  from  being  dis¬ 
mantled,  dissipated  and  dismembered.  The  court  granted  the 


^  Copy  of  the  extension  is  in  the  company’s  report  for  1893,  p.  168 
21  Ames  died  in  September,  1893. 

n  Copy  of  the  petition  for  the  appointment  of  receivers  is  in  the  Report  of  the 
Commissioner  of  Railroads  for  1894;  also  in  the  record  in  the  case,  United  States 
v.  Union  Pacific  Railroad  Company,  et  al.,  docket  No.  993,  Circuit  Court  of  the  United 
States  for  the  district  of  Utah,  Evidence  and  Proceedings  before  the  Special  Exam¬ 
iner,  p.  3469.  This  authority  will  hereafter  be  referred  to  as  “Proc.  Spec.  Ex.” 
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prayer  of  the  complainants,  and  on  October  13,  1893,  three 
receivers  were  appointed :  S.  H.  H.  Clark,  the  president  of  the 
road;  Oliver  W.  Mink,  the  comptroller,  and  E.  Ellery  Ander¬ 
son,  a  government  director  and  one  of  the  Commission  of  three 
who  had  investigated  the  Pacific  railways  in  1887.  A  month 
later,  upon  a  supplementary  petition  of  the  Attorney-General 
of  the  United  States,  two  additional  receivers,  John  W.  Doane, 
of  Chicago,  and  Frederick  R.  Coudert,  of  New  York,  were 
appointed;  so  that  the  government  had  three  representatives 
among  the  five  receivers. 

Disintegration  of  System 

After  the  receivers  were  appointed,  the  earlier  tendency 
toward  expansion  stopped.  During  the  receivership,  parts  of 
the  system  from  time  to  time  became  separated  from  the  parent 
company,  in  some  cases  only  temporarily,  in  other  cases  per¬ 
manently.  Notwithstanding  the  fact  that  the  receivership  was 
an  avowed  attempt  to  prevent  the  system  from  disintegrating, 
a  number  of  important  auxiliary  lines  were  placed  in  the  hands 
of  separate  receivers.  As  early  as  August,  1893,  Ex-Governor 
Evans,  of  Colorado,  a  prominent  stockholder  in  the  Union 
Pacific,  Denver  and  Gulf,  petitioned  for  an  accounting,  alleg¬ 
ing  that  this  line  was  being  “bled”  for  the  benefit  of  the  Union 
Pacific  main  line.  Upon  Governor  Evans’  petition  a  separate 
receiver  for  the  Union  Pacific,  Denver  and  Gulf  was  appointed 
in  December,  1893. 23  This  appointment  was  made  in  spite  of 
the  opposition  of  the  Union  Pacific.  In  October,  1893,  the 
Denver,  Leadville  and  Gunnison  line24  was  placed  in  the  hands 
of  the  same  receiver  who  had  been  appointed  for  the  Union 
Pacific,  Denver  and  Gulf.  In  the  following  year,  1894,  the 
Denver,  Leadville  and  Gunnison  line  was  permanently  sepa¬ 
rated  from  the  Union  Pacific  by  foreclosure  and  sale.25  In 
July,  1894,  a  separate  receiver  was  appointed  for  the  Oregon 


23  Chron.,  57:  980,  1040  (1893). 

24  A  reorganization  of  the  old  Denver,  South  Park  and  Pacific. 

25  Chron.,  59:  291  (1894). 
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Railway  and  Navigation  Company.  Other  auxiliary  lines  also 
passed  out  of  the  control  of  the  Union  Pacific  receivers, 
pending  foreclosure. 

It  was  the  policy  of  the  receivers  to  check  the  process  of 
disintegration  of  the  system  by  paying,  so  far  as  the  court 
allowed,  the  interest  upon  the  various  collateral  trust  obliga¬ 
tions,  and  upon  the  outstanding  bonds  of  such  subsidiary  lines 
as  were  deemed  indispensable  to  the  system,  even  though  the 
interest  on  the  Union  Pacific  first  mortgage  bonds  might  be  in 
arrears. ~6  At  the  same  time  the  receivers  directed  their  efforts 
toward  ridding  the  Union  Pacific  of  unprofitable  branches  and 
burdensome  contracts.  On  July  19,  1894*  the  receivers  pre¬ 
sented  a  petition  to  the  United  States  Circuit  Court  in  regard 
to  certain  non-paying  branches  of  the  system,  and  asked  to  be 
relieved  from  operating  such  branches,  and  from  carrying  out 
the  provisions  of  contracts  made  with  such  branches  in  regard 
to  the  constructive  mileage  allowed  such  branches  in  dividing 
through  rates.27  The  court  ordered  that  the  Denver,  Lead- 
ville  and  Gunnison  road  be  divorced  from  the  Union  Pacific 
system,  and  that  further  hearings  be  had  as  to  the  other 
branches.  Testimony  in  regard  to  these  branches  and  the  ex¬ 
tent  to  which  the  receivers  were  bound  by  traffic  contracts 
with  them  was  taken  before  a  master  in  chancery  appointed  by 
the  court,  who,  in  the  fall  of  1894,  recommended  that  the 
operation  of  certain  branches  be  continued,  but  reported  that 
traffic  contracts  and  contracts  relating  to  interest  guaranties 
made  with  certain  other  branches  had  never  been  ratified  by 
the  receivers,  and  that  the  receivers  were  not  bound  by  them. 
The  master  recommended  that  the  receivers  be  relieved  from 
these  contracts  and  from  operating  certain  branches.28  The 
court  confirmed  the  master  s  recommendations  in  the  main,  and 
relieved  the  Union  Pacific  receivers  from  contracts  with  the 


r  THearmgS  before  the  Senate  Committee  on  Pacific  Railroads,  Sen  Docs  No 
54tl ^-Chfon.:St59SfSSii7(S(ri89j0-  3357)’  PP'  364  testimo^  of  Oliver  WMink.  ^ 
88  Chron.,  59:  740  (1894).* 


252 


HISTORY  OF  THE  UNION  PACIFIC 


Oregon  Railway  and  Navigation  Company,  the  Omaha  and 
Republican  Valley  Railway,  the  St.  Joseph  and  Grand  Island 
Railway,  the  Union  Pacific,  Lincoln  and  Colorado  Railway, 
and  some  other  auxiliary  lines.29  Partly  as  a  result  of  the 
policy  of  the  receivers  to  terminate  unprofitable  arrangements 
with  auxiliary  lines,  and  partly  as  a  result  of  foreclosure  pro¬ 
ceedings  instituted  against  different  portions  of  the  system,  the 
total  mileage  of  the  operated  lines  of  the  system  was  reduced 
from  about  8,000  miles  in  1893  to  less  than  5,000  miles  in 
1894.30 

Proposed  Reorganization  Plans 

In  the  meantime  reorganization  committees  representing 
different  classes  of  security-holders  came  into  existence  from 
time  to  time.  The  most  representative  committee  appears  to 
have  been  one  appointed  in  November,  1893,  whose  members 
were  United  States  Senator  Calvin  H.  Brice,  of  the  Senate 
Committee  on  Pacific  Railroads;  A.  A.  H.  Boissevain,  of 
Amsterdam,  Holland,  representing  the  foreign  security- 
holders;  General  Louis  Fitzgerald,  the  president  of  the  Mer¬ 
cantile  Trust  Company,  who  represented  the  Gould  interests; 
Samuel  Carr,  for  the  estate  of  Frederick  L.  Ames;  General 
Granville  M.  Dodge,  for  the  Union  Pacific,  Denver  and  Gulf 
road’s  interests;  and  Colonel  H.  L.  Higginson  for  the  Oregon 
Railway  and  Navigation  Company.31  Reorganization  involved 
the  settlement  of  the  company’s  debt  to  the  government;  a  re¬ 
adjustment  of  fixed  charges  which  would  bring  them  within 
the  road’s  earning  capacity;  and  the  disposal  of  certain  prob¬ 
lems  which  related  to  the  system  of  auxiliary  lines. 

No  proposition  for  reorganization  could  well  be  entertained 
until  mutually  satisfactory  arrangements  relating  to  the  com¬ 
pany’s  debt  to  the  government  had  been  made.  Mr.  Boissevain 


29  Chron.,  59:  970. 

80  Annual  Reports  of  the  company. 

81  Chron.,  57:  894  (1893). 
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proposed  the  following  tentative  plan  of  general  reorganiza¬ 
tion  .  that  the  company  deliver  to  the  United  States  a  new 
issue  of  100-year  2  per  cent  bonds  for  the  entire  amount  of 
principal  and  interest  owing  to  the  government,  such  bonds  to 
be  secured  by  a  mortgage  upon  the  property,  and  by  a  sinking 
fund  to  redeem  the  entire  issue  in  100  years;  that  the  securities 
in  the  sinking  fund  established  by  the  Thurman  Act  be  applied 
toward  the  redemption  of  the  underlying  first  mortgage  bonds 
and  the  balance  of  the  first  mortgage  bonds,  about  $20,000,000, 
be  extended  and  renewed  at  a  rate  of  interest  not  to  exceed 
5  per  cent  per  annum,  a  sinking  fund  being  provided  for  their 
redemption ;  that  certain  new  securities  be  issued.  Mr.  Boisse- 
vain  said: 

The  fixed  charges  of  the  reorganized  company  under  the 
new  plan  should  not  exceed  $8,500,000  per  annum.  Certain 
classes  of  existing  bonds  secured  by  mortgage  on  portions  of 
the  system  cannot  be  and  should  not  be  disturbed,  as  they  are 
amply  secured  by  property  earning  the  interest  which  is  pay¬ 
able  thereon.  Other  bonds,  however,  must  be  converted  in 
whole  or  in  part  into  securities  not  imposing  a  fixed  charge 
upon  the  reorganized  company.  While  the  reorganization 
committee  has  not  approved  of  any  definite  plan,  we  believe 
that  holders  of  bonds  which  must  be  disturbed  and  creditors 
and  stockholders  interested  in  the  system  can  be  provided  for 
upon  an  equitable  basis  by  the  creation  of  the  following  new 
securities : 

(a)  An  issue  of  general  mortgage  bonds  bearing  interest 
at  the  rate  of  four  per  cent  per  annum,  secured  by  a  general 
mortgage  covering  the  entire  system,  subject  to  such  mort¬ 
gages  as  cannot  be  disturbed  and  to  the  lien  of  the  United 
States,  upon  the  main  line  and  Kansas  Division  for  the  ad¬ 
justed  debt. 

(b)  An  issue  of  five  per  cent  preferred  stock. 

(c)  An  issue  of  common  stock. 

The  plan  of  reorganization  would  require  provision  to  be 
made  to  take  up  the  trust  notes  secured  by  valuable  collaterals. 

The  funds  required  for  this  purpose  and  for  the  other  cash 
requirements  of  the  reorganization  would  be  met  in  part  by  a 
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reasonable  assessment  upon  the  stockholders  and  in  part  by  the 
sale  of  new  securities.32 

The  government  directors  proposed  a  plan  of  reorganiza¬ 
tion,  the  main  features  of  which  were : 

1.  That  the  entire  road  be  subjected  to  a  single  mortgage, 

under  which  3  per  cent  100-year  bonds  should  be 
issued  to  an  amount  such  that  the  accruing  interest 
would  not  exceed  the  minimum  earning  power  of 
the  road. 

2.  That  the  money  or  securities  in  the  Thurman  Act  sink¬ 

ing  fund  be  applied  to  the  payment  or  extinction  of 
bonds  having  a  priority  of  lien  over  the  lien  of  the 
government. 

3.  That  the  common  stock  be  assessed  $10  a  share,  and 

that  $5,000,000  of  the  amount  so  raised  be  applied 
to  the  further  extinction  of  bonds  having  priority 
of  lien  over  the  lien  of  the  Government 

4.  That  so  many  of  the  new  3  per  cent  100-year  bonds  be 

sold  as  should  be  required  to  pay  off  the  remainder 
of  the  existing  prior  lien  bonds  at  maturity. 

5.  That  there  be  issued  to  the  government  an  amount  of 

first  mortgage  3  per  cent  100-year  bonds  equal  to  the 
amount  of  the  road’s  debt  to  the  government. 

6.  That  the  remaining  3  per  cent  first  mortgage  bonds  and 

so  much  preferred  stock  as  necessary  be  used  to  com¬ 
pensate  security-holders  for  the  reduction  of  interest 
on  liens  subsequent  to  the  lien  of  the  government, 
and  on  bonds  held  in  the  collateral  trusts  of  the  com¬ 
pany. 

7.  That  the  entire  property  of  the  Union  Pacific  Railway 

Company,  including  bonds  and  lands  held  in  the  col¬ 
lateral  trusts,  be  sold  under  foreclosure.33 

In  the  spring  of  1894  the  Attorney-General,  Richard 
Olney,  sent  to  the  Speaker  of  the  House  of  Representatives  a 
draft  of  a  bill  entitled  “An  Act  to  reorganize  the  Union  Pacific 

3a  Chron.,  58:  988  (1894). 

33  Report  of  the  Government  Directors  for  1894. 
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Railway  Company,  and  to  Readjust  and  Secure  the  Claims  of 
the  United  States  against  the  said  company.”  The  purpose  of 
this  proposed  bill  was  to  preserve  the  existing  corporation,  to 
relieve  it  of  existing  embarrassments,  and  “to  put  it  in  a  sound 
financial  and  business  condition.”  The  bill  provided: 

1.  That  the  existing  first  mortgage  bonds  for  $33,539,512, 

less  the  amount  of  bonds  in  the  sinking  fund  to  be  can¬ 
celed  ($7,616,000),  be  renewed  and  extended  at  a 
lower  rate  of  interest,  not  exceeding  5  per  cent,  with 
a  provision  for  a  sinking  fund  estimated  as  sufficient 
to  extinguish  the  debt  at  the  maturity  of  the  bonds. 

2.  That  the  debt  of  the  United  States,  amounting  to  about 

$70,000,000,  be  paid  in  2  per  cent  100-year  bonds, 
secured  by  a  second  mortgage  on  all  the  present  and 
subsequently  acquired  property  of  the  company,  and 
further  secured  by  a  sinking  fund  of  such  amount  that 
the  annual  payment  on  account  of  it  and  of  the  interest 
on  these  bonds  should  always  be  equal  to  the  sum  of 
$1,650,000. 

3.  That  there  be  issued  bonds  secured  by  a  third  mortgage 

of  the  entire  property  of  the  company,  called  the  gen¬ 
eral  mortgage,  which  should  be  used  in  funding  and 
refunding  outstanding  obligations  of  the  company,  and 
for  betterment  purposes. 

According  to  the  Attorney-General,  the  proposed  bill,  if 
enacted  into  law,  would  furnish  the  groundwork  upon  which 
any  reorganization  plan  must  rest;  would  put  creditors  and 
stockholders  in  possession  of  the  actual  conditions  with  which 
they  would  have  to  deal ;  and  would  enable  them  to  devise  and 
agree  among  themselves  upon  such  a  plan  of  reorganization  as 
the  equities  of  the  various  parties  concerned  might  demand  and 
the  property  and  resources  of  the  company  permit.34  Con¬ 
gress,  however,  took  no  action  on  this  proposed  bill. 

The  United  States  Commissioner  of  Railroads,  disregard¬ 
ing  the  lessons  of  the  past  and  the  opinions  expressed  by  his 


34  Chron.,  58:  775  (1894).  ' 
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predecessors  in  office,  recommended  that  Congress  pass  a  bill 
which  would  require  the  Union  Pacific  to  pay  into  the  United 
States  Treasury  50  per  cent  of  its  net  earnings  each  year,  until 
the  debt  to  the  government  should  be  automatically  discharged.35 
The  railway  company  made  the  following  proposition : 

1.  That  the  stockholders  be  assessed  a  sum  sufficient  to  pay 

all  bonds  having  a  priority  of  lien  over  the  lien  of  the 
United  States. 

2.  That  the  government  refund  the  subsidy  debt  at  2  per 

cent,  the  government  to  receive  new  first  mortgage 
bonds  payable  in  50  years,  secured  by  a  first  mortgage 
upon  the  1,822.59  miles  of  the  Union  Pacific  Rail¬ 
way  and  further  secured  by  reasonable  sinking  fund 
provisions. 

3.  That  power  be  granted  to  the  reorganization  committee 

to  form  a  successor  corporation  for  the  same  general 
purposes  and  with  the  same  general  powers  stated  in 
the  acts  of  1862  and  1864. 

4.  That  the  exceptional  restrictions  on  usual  corporate 

powers  and  rights  be  removed,  and  that  the  successor 
corporation  be  given  the  same  rights,  privileges  and 
freedom  of  action  that  were  exercised  and  enjoyed  by 
other  railroads.36 


The  Proposed  Reilly  Bill 

Various  suggestions  like  the  above  were  offered  in  Con¬ 
gress  in  the  form  of  bills.  On  July  21,  1894,  the  House  Com¬ 
mittee  on  Pacific  Railroads,  of  which  Representative  Reilly  of 
Pennsylvania  was  chairman,  favorably  reported  a  refunding 
bill  to  the  House.37  This  bill  was  offered  as  a  substitute  for 
several  bills  which  related  to  the  same  subject,  and  had  already 


85  Report  of  the  Commissioner  of  Railroads  for  1895,  p.  12. 

30  Chron.,  60:  132  (1895).  These  suggestions  for  reorganization  (Boissevain’s, 
the  Government  Directors’,  Attorney-General  Olney’s,  the  Railroad  Commissioner’s,  and 
the  railway’s)  while  they  formed  the  basis  of  discussion,  were  neither  acted  upon  nor 
adopted.  They  are  set  forth  above  in  order  to  illustrate  the  various  lines  of  thought, 
and  the  different  attitudes  taken  by  those  immediately  concerned  in  the  solution  of 
the  problem. 

37  Cong.  Record,  53rd  Cong.,  2nd  sess.,  p.  9177;  House  Report  No.  1290  (serial 
No.  3272). 
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been  introduced  and  referred.  Under  the  plan  proposed  by  the 
Reilly  bill,  the  amounts  then  in  the  sinking  fund  were  to  be 
applied  to  the  payment  of  the  first  mortgage,  and  the  company 
was  to  make  provision  for  retiring  the  balance  of  the  first 
mortgage,  by  assessment  if  necessary.  The  subsidy  debt  was 
to  be  refunded  in  a  50-year  3  per  cent  new  first  mortgage. 
The  company  was  not  only  to  meet  the  annual  interest  on  this 
new  first  mortgage  as  it  accrued,  but  was  also  to  pay  to  the 
government  each  year  a  portion  of  the  principal.  Payments 
on  account  of  the  principal  were,  however,  to  be  graduated,  so 
that  the  annual  payment  on  account  of  the  principal  was  to  be 
at  the  rate  of  of  1  per  cent  per  annum  during  the  first  ten 
years,  and  increased  gradually  with  each  succeeding  ten  years. 
The  lien  of  the  government  was  definitely  defined,  and  was 
extended  to  cover  terminal  properties  worth,  it  was  estimated, 
between  $15,000,000  and  $20,000,000. 

A  minority  of  the  Pacific  Railroad  Committee  reported 
against  refunding  the  debt  and  in  favor  of  foreclosure  and 
sale.  One  member  of  the  minority,  Representative  W.  A. 
Harris  of  Virginia,  recommended  in  an  individual  report  that, 
as  it  was  the  duty  of  the  State  to  provide  its  citizens  with 
highways,  the  United  States  government  should  proceed  to 
acquire  by  foreclosure  proceedings  the  main  line  of  the  Union 
Pacific  and  Central  Pacific.  Such  course  would,  Harris  de¬ 
clared,  teach  such  a  salutary  lesson  that  the  other  railways  of 
the  country  would  no  longer  be  managed  without  regard  to 
the  rights  and  interests  of  the  United  States  government,  and 
the  people  of  the  nation.  In  his  report,  Harris  said  of  the 
Pacific  Railroads : 

Their  breach  of  faith  is  unparalleled  and  undenied,  and 
their  sole  excuse  is  that  they  did  only  that  which  other  com¬ 
panies  did,  and  followed  the  common  custom  of  railway  build¬ 
ers  and  managers.  Why  again  enter  into  such  an  entangling 
alliance,  and  permit  or  risk  the  sacrifice  of  public  duty  and 
functions  to  private  avarice,  greed  and  bad  faith  ? 

I  believe  that  the  foreclosure  of  the  Government  lien  should 
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at  once  follow  default  in  payment,  and  that  a  complete  trans¬ 
continental  line  should  be  acquired  and  operated  by  the  only 
competent  and  legitimate  power,  the  people,  through  their 
Government.38 

Harris’  report  was  in  accord  with  the  state  of  opinion  in 
the  region  through  which  the  Union  Pacific  passed.  The 
Populist  movement  of  the  nineties,  which  was  especially  strong 
in  Nebraska,  Kansas,  and  Colorado,  was  inclined  to  favor  the 
plan  outlined  by  Harris.  Populists  were  not  the  only  persons 
who  favored  the  Harris  plan;  as  early  as  1887,  before  the 
Populist  agitation  became  general  throughout  the  west,  the 
testimony  taken  by  the  Pacific  Railway  Commission  revealed 
the  fact  that  there  was  a  large  local  element  which  was  thor¬ 
oughly  dissatisfied  with  the  existing  situation,  and  that  this 
element  would  welcome  any  plan  having  for  its  object  the 
government  ownership  and  operation  of  the  Pacific  railroads. 

*  This  feeling  was,  however,  almost  entirely  local.  Outside  of 
the  so-called  “Populist  West,”  the  proposition  for  the  gov¬ 
ernment  acquisition  of  these  roads  had  but  little  support. 

Congress  took  no  action  on  the  matter  during  this  ses¬ 
sion,  that  is,  the  session  of  1893-1894.  When  the  short  ses¬ 
sion  of  Congress  met  in  December,  1894,  the  Reilly  bill  re¬ 
ceived  much  discussion,  which  resulted  finally  in  the  second 
reference  of  the  bill  to  the  Committee  on  Pacific  Railroads. 
On  the  23rd  of  February,  1895,  not  much  more  than  a  week 
before  the  close  of  the  session,  a  majority  of  the  Pacific  Rail¬ 
road  Committee  reported  a  new  bill,  in  which  it  was  pro¬ 
posed  that  the  sums  in  the  sinking  fund  be  applied  toward 
the  principal  of  the  subsidy  debt;  that  the  company,  by  stock 
assessments  if  necessary,  raise  a  sum  sufficient  to  retire  the 
balance  of  the  principal  of  the  subsidy  debt;  that  the  first 
mortgage  bonds  be  refunded  at  4  per  cent ;  and  that  the  inter¬ 
est  accumulations  due  the  government  be  funded  in  a  50-year 
2  per  cent  second  mortgage  bond.39  A  proposition  made  by 


38  House  Report  No.  1290,  Pt.  2,  53rd  Cong.,  2nd  sess.  (serial  No.  3272),  p.  8. 
89  Cong.  Record,  53rd  Cong.,  3rd  sess.,  p.  2642;  House  Report  No.  1924. 
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the  Union  Pacific  reorganization  committee  to  pay  the  princi¬ 
pal  of  the  subsidy  debt  in  full  settlement  of  the  government’s 
claims  accompanied  this  bill,  and  was  reported  without  recom¬ 
mendation  by  the  Pacific  Railroad  Committee.40  The  near 
approach  of  the  end  of  the  session  prevented  further  con¬ 
sideration  of  the  Pacific  railroad  question,  and  the  amended 
Reilly  bill,  like  its  predecessor,  never  came  to  a  vote. 

The  reorganization  committee  felt  it  could  proceed  no 
further  until  the  question  of  readjusting  the  subsidy  debt  was 
settled.  When  Congress  failed  to  pass  the  Reilly  bill,  the  re¬ 
organization  committee  disbanded,  in  March,  1895,  and  no 
further  progress  was  made  until  the  following  fall. 

Operation  of  Road  by  Receivers 

The  receivers  had  meanwhile  been  operating  so  much  of 
the  system  as  remained  within  their  control.  The  collateral 
trust  notes  of  1891  matured  in  1894*  but  they  were  well 
secured,  and,  upon  the  advice  of  the  trustees,  holders  of  these 
notes  did  not  press  their  collection,  pending  the  adoption  of 
some  plan  of  reorganization  of  the  entire  system.41  For  a 
time  the  Union  Pacific  receivers  paid  the  interest  upon  these, 
and  the  company’s  various  other  collateral  trust  obligations, 
in  order  that  the  sale  of  the  stocks  and  bonds  by  which  these 
obligations  were  secured  might  be  prevented;  but  in  the  fall 
of  1894  the  receivers  discontinued  paying  this  interest.42  A 
large  part  of  the  auxiliary  line  system,  the  stock  and  bonds 
of  which  had  been  pledged  as  security  for  these  collateral 
trust  obligations,  was  now  operated  by  separate  receivers.43 
The  outstanding  collateral  trust  notes  of  1891  had  been  re- 

40  Chron.,  60:  303  (1895). 

“Ibid.,  60:  154  (1895) 

43^tnate  heannSs*  P-  367,  testimony  of  Oliver  W.  Mink, 
as  follows  -  company’s  collateral  trust  obligations  outstanding  on  June  30,  1894,  were 


Year  of  Issue 
1879 
1883 
1889 
189  r 


Principal  Outstanding 


$  3,672,000 
4,677,000 
2,030,000 
10,797,000 


Interest 

6% 

5 

4  Vi 
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duced  to  about  $10,000,000,  and  the  income  from  the  stocks 
and  bonds  pledged  was  sufficient  to  meet  the  semiannual  inter¬ 
est  upon  them.  As  each  six  months  elapsed,  interest  on  these 
notes  was  paid  by  the  trustees  out  of  the  income  from  the 
pledged  collaterals. 

Interest  upon  the  company’s  first  mortgage  bonds  was  paid 
as  rapidly  as  the  road’s  earnings  warranted.  The  court,  under 
whose  direction  the  road  was  operated,  refused  to  authorize 
the  payment  of  this  interest  until  a  sufficient  sum  had  been 
provided  each  half-year  to  meet  necessary  repairs  and  re¬ 
newals.  Interest  upon  the  first  mortgage  was  generally  sev¬ 
eral  months  in  default;  but  there  was  no  question  of  the 
security,  and  the  bonds  were  quoted  in  the  neighborhood  of 
par  during  the  receivership.  There  were  no  receiver’s  cer¬ 
tificates  issued. 

The  situation  with  regard  to  the  Kansas  Division  was 
somewhat  complicated.  The  first  394  miles  were  covered 
by  two  divisional  first  mortgages :  the  “Eastern  Division” 
mortgage  covered  the  first  140  miles  west  from  Kansas  City, 
while  the  “Middle  Division”  mortgage  extended  over  the  line 
from  the  140th  mile  post  to  the  394th  mile  post.  The  line 
from  the  394th  mile  post  to  Denver  was  covered  by  the 
“Denver  Extension”  mortgage,  and  the  line  from  Denver  to 
Cheyenne  was  covered  by  the  old  Denver  Pacific  first  mort¬ 
gage.  The  government’s  second  mortgage  covered  the  first 
394  miles  west  from  Kansas  City;  and  in  addition,  the  con¬ 
solidated  mortgage  of  1879  covered  the  entire  line  from  Kan¬ 
sas  City  to  Denver,  subject  to  the  above-named  first  mort¬ 
gages,  and  to  the  government’s  second  mortgage.  This 
complicated  situation  resulted  in  a  variety  of  foreclosure  suits 
under  the  different  mortgages,  and  for  a  considerable  period 
no  interest  was  paid  upon  the  Kansas  Pacific  bonds,  pending 
the  judicial  settlement  of  the  various  questions  involved  in 
the  conflicting  interests  of  the  different  lien-holders.44 


44  Senate  hearings,  p.  370,  testimony  of  Oliver  W.  Mink. 
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At  the  close  of  1894  the  system  operated  by  the  Union 
Pacific  receivers  still  included  the  consolidated  lines  of  the 
Union  Pacific  Railway,  the  consolidated  lines  of  the  Oregon 
Short  Line  and  Utah  Northern  Railway,  and  a  number  of 
short  branches,  amounting  in  all  to  about  4,900  miles.  The 
Union  Pacific,  Denver  and  Gulf  lines,  and  the  Oregon  Rail¬ 
way  and  Navigation  Company  were  operated  by  separate  re¬ 
ceivers.45  Later  on  foreclosure  proceedings  separated  the 
Oregon  Short  Line  and  Utah  Northern  Railway  from  the 
Union  Pacific  system.  In  the  spring  of  1895,  at  the  instance 
of  one  class  of  bondholders,  a  separate  receiver  was  named  for 
the  Oregon  Short  Line  and  Utah  Northern  Railway;  but  it 
seems  that  a  dispute  between  two  classes  of  bondholders  de¬ 
layed  for  a  short  time  the  separation  of  this  property  from 
the  Union  Pacific  system.46  The  Union  Pacific  receivers  con¬ 
tinued  to  operate  the  Oregon  Short  Line  and  Utah  Northern 
for  some  weeks,  but  a  separate  receivership  resulted  finally. 
Early  in  1897  the  Oregon  Short  Line  and  Utah  Northern 
Railway  was  sold  under  foreclosure,  and  reorganized  inde¬ 
pendently  as  the  Oregon  Short  Line  Railroad  Company.47 

New  Reorganization  Plan 

In  the  fall  of  1895  a  new  Union  Pacific  reorganization 
committee  came  into  existence.  The  members  of  this  com¬ 
mittee,  which  represented  the  first  mortgage  bondholders,  were 
General  Louis  Fitzgerald,  Jacob  Schiff  of  Kuhn,  Loeb  and 
Company,  T.  Jefferson  Coolidge,  Jr.,  the  president  of  the  Old 
Colony  Trust  Company,  Chauncey  M.  Depew,  the  president 
of  the  New  York  Central  road,  Marvin  Hughitt,  the  presi¬ 
dent  of  the  Northwestern  lines,  and  Oliver  Ames,  2nd,  a 
director  of  the  Union  Pacific.48  The  personnel  of  this  com¬ 
mittee  gave  rise  to  the  rumor  that  the  Union  Pacific,  when  it 
should  be  reorganized,  would  be  controlled  as  a  part  of  the 
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Vanderbilt  group  of  lines.  A  plan  of  reorganization  was 
formulated,  which  was  announced  in  the  fall  of  1895. 

This  plan,  with  some  modifications,  was  finally  adopted. 
The  Union  Pacific  Railway  only  was  considered.  Referring 
to  the  auxiliary  lines,  the  circular  outlining  the  plan  said : 

Considerations  will  not  exist  under  reorganization  for  con¬ 
tinued  relations  with  these  properties  upon  the  basis  of 
any  assumption  of  any  of  their  fixed  charges.  Geographical 
conditions  and  considerations  of  mutual  advantage  point  to  a 
continued  operation  of  such  of  these  auxiliary  properties  as 
have  a  demonstrated  value  in  harmony  with  the  reorganized 
company,  and  relief  from  the  burden  of  these  guaranties  will, 
it  is  believed,  be  an  advantage  obtained  without  detriment  to 
the  property. 

This  plan  therefore  contained  no  express  provision  relating 
to  the  branches,  or  to  the  collateral  trust  obligations  of  the 
Union  Pacific. 

A  foreclosure  sale  and  the  organization  of  a  new  company 
was  contemplated.  The  capitalization  of  the  reorganized  com¬ 
pany  was  to  consist  of  three  classes  of  securities : 


First  mortgage  bonds  bearing  interest  at  4% . $100,000,000 

4%  non-cumulative  preferred  stock .  75,000,000 

Common  stock .  61,000,000 


Holders  of  the  first  mortgage  bonds  of  the  Union  Pacific  Rail¬ 
road,  holders  of  the  sinking  fund  land  grant  mortgage  bonds, 
holders  of  the  Omaha  Bridge  bonds,  and  holders  of  the  Kansas 
Pacific  first  mortgage  bonds  were  to  be  permitted  to  exchange 
their  bonds  at  par  for  the  new  4  per  cent  first  mortgage  bonds, 
and  were  to  receive  in  addition,  in  new  preferred  stock,  50  per 
cent  of  the  par  value  of  the  amount  surrendered.  The  Kansas 
Pacific  consolidated  mortgage  bonds  and  other  Kansas  Divi¬ 
sion  bonds49  were  to  be  exchanged  for  the  new  bonds  at  80  per 
cent  of  their  par  value,  and  were  to  receive  in  addition  50  per 
cent  in  preferred  stock.  The  common  stock  of  the  railway 

49  There  were  still  outstanding  small  amounts  of  the  old  Kansas  Pacific  bonds  of 
issues  which  had  been  funded  into  the  consolidated  mortgage  of  1879. 
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company  was  to  be  exchanged,  dollar  for  dollar,  for  new  com¬ 
mon  stock,  upon  the  payment  of  an  assessment  of  $15  a  share. 
For  this  assessment  new  preferred  stock  was  to  be  issued  at 
par.  A  syndicate  of  bankers,  headed  by  Kuhn,  Loeb  and  Com¬ 
pany,  agreed  to  advance  a  sum  not  exceeding  $15,000,000,  to 
meet  coupons  as  they  fell  due,  and  other  cash  requirements  of 
the  reorganization.  These  bankers  were  to  receive  as  a  com¬ 
mission,  $6,000,000  in  preferred  stock.  There  would  then  re¬ 
main,  according  to  the  figures  of  the  reorganization  committee, 
a  balance  “reserved  for  settlement  of  the  debt  to  the  United 
States  and  for  extraordinary  requirements”  amounting  to 
$35>755>28°  in  new  bonds,  $20,864,400  in  new  preferred  stock, 
and  $131,500  in  common  stock.50  Coupons  of  the  first  mort¬ 
gage  bonds  were  to  be  paid  in  full  until  the  first  mortgage 
bonds  matured.51 


Security-holders  were  directed  to  signify  their  assent  to  the 
plan  by  depositing  their  bonds  with  the  committee  by  the  ist 
of  January,  1896.52  The  plan  was  on  the  whole  a  good  one, 
and,  as  later  events  proved,  it  was  successful.  Although  the 
face  value  of  the  company’s  capitalization  was  to  be  somewhat 
larger  than  it  had  been  before,  stock  issues  upon  which  divi¬ 
dends  were  optional  were  substituted  for  bond  issues  upon 
which  the  interest  was  fixed.  Interest  upon  the  proposed  issue 
of  4  per  cent  bonds  would  amount  to  but  $4,000,000  annually. 
This  sum  appeared  to  be  well  within  the  earning  capacity  of 
the  road,  even  in  the  worst  periods  of  depression.  The  net 
earnings  of  the  railway  company  in  1894  had  been  the  lowest 
they  had  ever  been  .for  over  twenty  years ;  yet  in  that  year  they 
amounted  to  $4,3I5»°77-2S.  or  over  $300,000  in  excess  of  the 
interest  on  the  proposed  first  mortgage  bonds.  The  company’s 
net  earnings  for  the  ten  years  from  1885  to  1895  had  averaged 
$7.563,669.10  annually,  so  that  there  was  a  very  fair  prospect 

valued ThC  CaPi‘al  S'°ck  °£  the  Union  Pacilic  Railway  Company  was  $60,868,500,  par 

time^t'ween"1?^  "S*  “°rtg?ge  bonds  matured  from  time  to 

705  (1895).  °r  C0py  of  the  plan  of  reorganization  see  Chron.,  61  : 

62  This  time  limit  was  later  extended  to  January  29. 


264  HISTORY  OF  THE  UNION  PACIFIC 

that  when  business  conditions  should  improve  there  might  be  a 
considerable  surplus  to  divide  among  the  preferred  stock¬ 
holders,  and  possibly  leave  something  for  the  common  stock¬ 
holders.  From  the  standpoint  of  the  security-holder  the  plan 
was  excellent.  The  bondholders  would  receive  in  new  secu¬ 
rities  about  as  much  as  they  surrendered,  and  whatever  reduc¬ 
tion  of  interest  they  suffered  would  be  offset  by  the  prospect 
of  dividends  on  the  preferred  stock  when  such  dividends  should 
be  earned,  and  by  the  increased  security  of  the  new  first  mort¬ 
gage.  The  stockholder  alone  suffered,  and  he  was  partially 
compensated  by  receiving  preferred  stock  in  exchange  for  his 
assessment,  as  well  as  new  common  stock  in  exchange  for  his 
old  stock. 

Negotiations  Over  Subsidy  Debt 

Nearly  all  of  the  security-holders  had  signified  their  assent 
to  the  plan  early  in  1896,  and  the  only  obstacle  to  reorganiza¬ 
tion  was  whatever  difficulty  would  be  found  in  disposing  of 
the  road’s  debt  to  the  government.  In  March,  1896,  the  reor¬ 
ganization  committee,  through  its  counsel,  Winslow  L.  Pierce, 
submitted  its  plan  to  the  Senate  Committee  on  Pacific  railroads, 
with  a  view  to  securing  the  passage  of  an  act  which  should 
dispose  in  some  way  of  the  question  of  the  subsidy  debt,  and 
so  permit  the  plan  to  go  into  effect.  While  the  plan  made  no 
definite  provision  for  this  debt,  over  $56,000,000  in  new  secu¬ 
rities  had  been  set  apart  for  this  purpose.  These  securities 
could  not,  however,  be  considered  as  so  much  cash.  Moreover, 
since  under  the  plan  the  preferred  stock  would  control  the 
road,53  complications  might  arise  should  the  government  ac¬ 
cept  preferred  stock  in  payment  of  a  portion  of  the  debt,  and 
thus  become  a  stockholder  of  a  great  railroad  company. 

The  Committee  on  Pacific  Railroads  held  a  number  of 
hearings  in  the  spring  of  1896,  at  which  several  of  the  men 

53  Senate  hearings,  p.  9,  testimony  of  Winslow  Pierce.  Both  classes  of  stock, 
preferred  and  common,  were  to  have  the  right  to  vote. 
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connected  in  one  way  or  another  with  the  Union  Pacific  and 
Central  Pacific  Railways  were  examined.  These  men  advanced 
the  argument  that  the  government  should  do  as  any  other  bond¬ 
holder  would  do  under  like  circumstances,  and  participate  in 
the  reorganization,  even  though  participation  might  necessitate 
certain  concessions  on  its  part.  Various  propositions  for  re¬ 
funding,  or  for  cash  payment  of  a  portion  of  the  debt  if  the 
government  would  execute  a  release  of  the  balance,  were  sug¬ 
gested  by  representatives  of  the  reorganization  committee  of 
the  Union  Pacific,  and  by  the  receivers  of  the  railway.  All  of 
the  suggestions  for  immediate  cash  settlement  contemplated  a 
partial  money  loss  to  the  government,  and  the  only  apparent 
alternatives  were  either  refunding  the  debt,  or  foreclosure. 
The  result  of  these  hearings  was  that  on  April  21,  1806,  a 
majority  of  the  Pacific  Railroad  Committee  reported  a  bill  to 
refund  the  debt  at  a  lower  rate  of  interest.54  One  member  of 
the  committee,  however,  Senator  Morgan  of  Kansas,  reported 
in  favor  of  foreclosure  and  the  acquisition  of  the  Union  Pacific 
and  Central  Pacific  by  the  United  States.55 

No  further  progress  either  one  way  or  the  other  was  made 
during  the  remainder  of  the  year  1896.  Finally,  after  months 
of  debate,  on  January  11,  1897,  a  proposed  refunding  bill 
similar  to  that  reported  in  the  Senate  the  previous  year  was 
definitely  rejected  in  the  House  of  Representatives.56  President 
Cleveland  now  gave  directions  to  the  Attorney-General,  Judson 
Harmon,  to  take  whatever  steps  might  be  necessary  for  the 
protection  of  the  government’s  lien.57  It  became  evident  that 
t  e  government  would  insist  upon  cash  settlement.  The  reor¬ 
ganization  committee  gave  up  its  efforts  to  obtain  an  extension 
o  time,  and  prepared  to  meet  a  cash  settlement  upon  as  favor¬ 
able  terms  as  the  government  would  be  willing  to  concede. 
Negotiations  commenced  between  the  Attorney-General  and 
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the  reorganization  committee,  with  the  result  that  an  agree¬ 
ment  was  reached  that  the  Union  Pacific  Railway  should  be 
sold  under  foreclosure  to  the  proposed  new  company,  the 
reorganization  committee  to  guarantee  a  minimum  cash  bid 
of  $45,754,059.99,  in  addition  to  assuming  the  first  mort¬ 
gage.58  The  value  of  the  sinking  fund  investments  reduced  this 
amount  by  about  $17,000,000.  Had  this  arrangement  been 
carried  out,  the  government  would  have  received  in  cash  the 
entire  principal  of  the  debt,  and  simple  interest  at  the  rate 
of  about  y/2  per  cent  per  annum  from  the  date  of  issue  of 
the  bonds  to  their  maturity.  The  syndicate  of  bankers  headed 
by  Kuhn,  Loeb  and  Company  agreed  to  furnish  this  large  sum, 
and  in  exchange  were  to  receive  100  per  cent  in  new  first 
mortgage  bonds  and  50  per  cent  in  new  preferred  stock  for 
their  advances. 

This  conclusion  was  reached  early  in  1897.  Foreclosure 
proceedings  now  went  ahead  rapidly.  The  foreclosure  decrees 
were,  however,  not  altogether  satisfactory  to  the  government, 
by  reason  of  the  fact  that  the  Omaha  Bridge  mortgage, 
amounting  to  over  $1,200,000,  was  declared  to  constitute  a 
lien  prior  to  that  of  the  government  on  that  portion  of  the 
road  between  Council  Bluffs  and  Omaha,  and  by  reason  of 
the  fact  that  the  money  and  assets  in  the  hands  of  the  receivers 
accruing  from  the  operation  of  the  roads  were  ordered  sold, 
instead  of  being  reserved  to  meet  a  deficiency  judgment  ex¬ 
pected  to  be  obtained  by  the  government.  The  government 
thereupon  prepared  papers  for  an  appeal.  The  reorganization 
committee  was  anxious  to  avoid  further  delay,  and  offered  to 
increase  its  guarantee  to  $50,000,000,  provided  the  government 
would  withdraw  its  appeal  and  allow  the  foreclosure  suit  to 
be  brought  to  an  immediate  end.59 

To  this  the  government  agreed,  and  the  sale  was  now 
ordered  to  take  place  at  Omaha  on  the  1st  of  November,  1897. 


&8  Senate  Doc.  No.  83,  54th  Cong.,  2nd  sess.  (serial  No.  3469). 
60  Report  of  the  Commissioner  of  Railroads  for  1897,  p.  7. 
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The  plan  of  reorganization  was  modified  in  some  respects,  a 
change  being  made  in  the  allotment  of  new  bonds  and  stock  to 
be  given  in  exchange  for  Kansas  Pacific  consolidated  mortgage 
bonds  and  the  sinking  fund  land  grant  8  per  cents.  The  former 
were  to  receive  50  per  cent  in  new  bonds  and  no  per  cent  in 
new  preferred  stock,  instead  of  80  per  cent  in  bonds  and  50 
per  cent  in  preferred  stock.  The  latter  were  to  receive  75 
per  cent  in  new  bonds  and  100  per  cent  in  new  preferred  stock, 
instead  of  100  per  cent  in  new  bonds  and  50  per  cent  in  pre¬ 
ferred  stock.60  The  various  collateral  trust  bonds  and  notes 
were  independently  provided  for  by  the  collateral  underlying 
them.  The  sale  of  securities  against  which  the  collateral  trust 
notes  of  1891  had  been  issued  had  materially  reduced  the 
amount  of  these  notes  outstanding,  and  the  balance  of  these 
notes  were  eventually  retired  by  the  sale  of  a  further  portion 
of  the  pledged  securities.  The  bonds  and  stock  of  the  Union 
Pacific,  Denver  and  Gulf  road,  which  had  formed  a  part  of 
these  pledged  securities,  were  sold  to  the  reorganization  com¬ 
mittee  of  the  Union  Pacific,  Denver  and  Gulf.61  This  road 
was  independently  reorganized  as  the  Colorado  and  Southern, 
and  did  not  again  become  a  part  of  the  Union  Pacific  system. 
Other  branch  line  securities  were  sold  to  the  Union  Pacific 
reorganization  committee. 

Foreclosure  and  Sale 

It  appeared  in  the  early  fall  of  1897  that  the  reorganization 
would  meet  with  no  further  obstacles,  and  that  within  a  few 
months  the  reorganized  company  would  be  operating  the  Union 
Pacific.  Suddenly,  on  the  25th  of  October,  1897,  the  Attorney- 
General  notified  the  reorganization  committee  that  the  govern¬ 
ment  had  applied  for  a  postponement  of  the  sale  until  Decern-1 
ber  15,  after  Congress  could  meet  and  consider  the  question.62 
This  was  most  unwelcome  news  to  the  reorganization  com- 


268 


HISTORY  OF  THE  UNION  PACIFIC 


mittee.  Further  congressional  agitation  might  jeopardize  the 
whole  plan  of  reorganization.  The  committee  decided  to 
increase  its  minimum  guaranteed  bid  still  further.  The  former 
bid  had  included  both  the  Union  Pacific  and  the  Kansas 
Pacific.  The  committee  now  offered  to  guarantee  the  full 
amount,  in  cash,  of  the  principal  and  interest  of  the  bonds 
issued  to  the  Union  Pacific  Railroad.  The  company  had 
already  repaid  a  portion  of  the  interest  on  these  bonds  through 
transportation  and  through  the  payment  of  5  per  cent  of  its 
annual  net  earnings.  The  balance  due  the  government  was 
about  $58,000,000.  The  committee’s  bid  did  not  include  the 
Kansas  Pacific.  The  sale  of  the  Kansas  Pacific  was  accord¬ 
ingly  postponed  until  the  15th  of  December.  The  increased 
bid  for  the  main  line  was  accepted,  and  the  government  inter¬ 
posed  no  further  obstacles  to  the  sale  of  the  Union  Pacific. 
The  main  line  was  sold  under  foreclosure  on  November  1, 
1897,  for  $58,448,223.75,  subject  to  the  first  mortgage.63 
Title  to  the  property,  franchise,  and  lands  of  the  old  Union 
Pacific  Railway  now  became  vested  in  a  new  corporation,  the 
Union  Pacific  Railroad  Company,  organized  in  the  summer 
of  1897  under  the  laws  of  the  state  of  Utah.64 

The  Commercial  and  Financial  Chronicle  made  the  follow¬ 
ing  estimate  of  the  cost  of  the  road  :65 


Government’s  claim . $58,448,223.75 

Less  sinking  fund .  18,194,618.26 


Second  lien . $40,253,605.49 

First  mortgage .  27,637,435.00 

Securities  purchased .  13,645,250.00 


Total  cost  of  road  to  reorganization  committee. .  .$81,536,290.49 

The  sale  of  the  Kansas  Pacific,  which  was  postponed  to 
December  15,  was  again  postponed.  The  government  and  the 


M  Chron.,  65:  870  (1897). 

6i  Copy  of  Articles  of  Association  of  the  Union  Pacific  Railroad 


Company  ia  in 


RECEIVERSHIP  AND  REORGANIZATION 


269 

reorganization  committee  experienced  some  difficulty  in  reach¬ 
ing  an  agreement  regarding  the  minimum  amount  which  the 
committee  was  to  guarantee.  After  about  a  month  and  a  half 
of  negotiation,  it  was  finally  arranged  that  the  committee  was 
to  guarantee  to  pay  in  cash  the  principal  only  of  the  subsidy 
debt,  $6,303,ooo.66  On  February  16,  1898,  the  subsidized 
portion  of  the  line  was  sold  under  foreclosure  of  the  govern¬ 
ment’s  mortgage  to  the  Union  Pacific  reorganization  com¬ 
mittee,  and  in  the  next  few  days,  as  a  result  of  foreclosure 
sales  under  the  other  mortgages,  the  title  to  the  entire  property 
of  the  Kansas  Pacific,  including  right  of  way,  land  grant,  and 
terminals,  was  transferred  to  the  new  corporation,  the  Union 
Pacific  Railroad  Company.67  The  reorganized  company  took 
possession  of  the  main  line  from  Council  Bluffs  to  Ogden  on 
January  31,  1898,  and  of  the  Kansas  Division  on  April  1, 
1898,  and  the  receivers  were  discharged. 

So  far  as  the  main  line  was  concerned,  the  government 
received  full  satisfaction  for  its  mortgage.  A  year  and  a  half 
before,  such  a  result  had  seemed  extremely  doubtful.  It  had 
been  generally  supposed  that  a  foreclosure  sale  would  not  yield 
anything  like  the  sum  necessary  to  pay  the  .government’s 
second  mortgage  and  the  large  interest  accumulations  upon  it. 
At  one  stage  of  the  proceedings  it  had  appeared  possible  that 
the  first  mortgage  bondholders  might  foreclose  the  government 
out  of  its  lien.  This  was  even  threatened  in  an  effort  to  secure 
more  favorable  terms.  During  the  hearings  before  the  Senate 
Committee  on  Pacific  Railroads,  in  March,  1896,  Winslow 
Pierce  put  forward  the  proposition  that  if  the  government  did 
not  make  satisfactory  concessions,  the  first  mortgage  bond¬ 
holders  might  foreclose  without  regard  to  the  government,  in 
which  case  the  government  would  probably  lose  the  greater 
part,  if  not  all,  of  its  debt.68  A  financial  journal  commented 
upon  the  fact  that  as  the  reorganization  committee  represented 


M  Chron.,  66:  385  (1898). 
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08  See  Senate  hearings. 
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the  first  mortgage  bondholders,  it  was  in  their  power  to  bring 
the  government  to  terms.69  Mr.  Pierce  assured  the  members 
of  the  Pacific  Railroad  Committee  of  the  Senate  that  the 
object  of  his  clients  in  taking  into  consideration  the  rights  of 
the  government  was  with  a  view  to  reaching  an  amicable  settle¬ 
ment  of  the  subsidy  debt.  He  declared  that  it  was  the  wish  of 
the  reorganization  committee  to  do  the  fair  thing  by  the  gov¬ 
ernment,  by  according  to  the  government  in  the  reorganization 
the  same  consideration  that  an  ordinary  second  lien-holder 
would  receive  under  the  same  circumstances. 

It  is,  however,  hard  to  accept  at  its  full  face  value  this 
statement  regarding  the  magnanimous  intentions  of  the  reor¬ 
ganization  committee.  A  first  mortgagee  does  not  ordinarily 
make  important  concessions  to  a  second  mortgagee  unless  he 
has  good  reasons  for  so  doing.  If  the  reorganization  com¬ 
mittee  had  the  unquestioned  power,  as  they  claimed,  to  fore¬ 
close  the  government  out  of  its  lien,  it  is  hard  to  believe  that 
they  would  not  have  done  so.  The  syndicate  headed  by  Kuhn, 
Loeb  and  Company  did  indeed  receive  in  new  bonds  and  stock 
more  than  the  equivalent  of  the  cash  they  advanced  to  pay  off 
the  debt  to  the  government.  Yet  the  sum  would  in  all  prob¬ 
ability  not  have  been  forthcoming  had  there  been  any  way 
of  completing  the  reorganization  without  meeting  the  govern¬ 
ment’s  demand.  The  cash  payments  to  the  government  neces¬ 
sitated  the  issue  of  a  larger  amount  of  new  securities  than  had 
originally  been  intended,  although  the  authorized  amount  of 
new  bonds  and  stock  was  not  increased  beyond  the  amounts 
provided  for  in  the  plan  of  reorganization,  that  is  to  say, 
$100,000,000  of  new  first  mortgage  bonds,  $75,000,000  of 
new  preferred  stock,  and  $61,000,000  of  new  common  stock. 

The  probability  is  that  the  first  mortgage  bondholders  did 
not  dare  to  foreclose  the  government  out  of  its  lien.  Con¬ 
siderations  of  political  expediency,  which  may  be  and  often 
are  as  strong  as  legal  rights,  caused  them  to  hesitate.  This 
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period  of  the  nineties  was  the  period  of  the  Populist  agitation 
in  the  states  of  the  west.  Even  in  sections  of  the  country 
where  Populism  found  little  favor,  the  Credit  Mobilier  “scan¬ 
dal”  had  not  by  any  means  been  forgotten.  Many  men  who 
were  not  in  sympathy  with  the  Populists,  and  who  were  not 
in  favor  of  government  ownership,  or  even  of  government 
regulation  of  railroads  on  a  large  scale,  believed  that  the  Union 
Pacific  Railway,  or  the  men  who  had  controlled  that  company, 
had  been  guilty  of  great  frauds  upon  the  United  States  govern¬ 
ment.  About  two-thirds  of  the  original  cost  of  the  road  had 
been  met  out  of  the  proceeds  of  government  grants.  Any 
proceeding  whereby  a  group  of  capitalists  or  a  syndicate  should 
acquire  the  property  by  a  foreclosure  sale  which  would  result 
in  a  loss  to  the  government  of  the  greater  part  of  its  debt 
might,  in  view  of  public  sentiment  toward  railroad  companies, 
have  raised  a  tremendous  national  outcry,  greater  and  more 
far  reaching  in  its  effects  than  even  the  clamor  which  arose 
earlier,  at  the  time  of  the  Credit  Mobilier  episode.  Congress 
was  not  disposed  to  be  friendly  to  the  Pacific  railways.  The 
fifty-fourth  Congress  had  voted  down  a  refunding  bill,  and  it 
was  altogether  possible  that  drastic  affirmative  action  would  be 
taken,  should  the  reorganization  committee  refuse  to  yield. 

It  seems,  moreover,  that  there  was  some  question  as  to 
whether  the  first  mortgage  bondholders  could  have  legally 
enforced  their  claim  as  a  lien  paramount  to  the  lien  of  the 
government.70  Whether  or  not  these  bondholders  believed  that 
in  the  end  they  would  have  been  sustained  had  they  attempted 
to  enforce  their  claim,  they  determined  at  any  rate  not  to  try 
conclusions  with  the  government.  The  fact  that  they  did  com¬ 
pletely  yield  so  far  as  the  main  line  was  concerned  is  a  virtual 
admission  that  they  feared  the  legal  or  equitable  rights  of  the 
government,  or  the  business  or  political  complications  that 
might  arise  in  case  they  attempted  to  enforce  their  claim. 

With  the  sale  of  the  Union  Pacific  property  and  the  pay- 


70  See  Senate  hearings,  pp.  368  ff. 
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ment  of  the  government’s  claim,  the  special  relations  between 
the  government  and  the  Union  Pacific  Railway  Company  came 
to  an  end.  On  the  whole  the  settlement  was,  from  a  financial 
standpoint,  a  favorable  one  for  the  government,  although  it 
cannot  be  said  that  it  was  unfair  to  the  company.  The  entire 
subsidy  debt,  principal  and  interest,  of  the  original  Union 
Pacific  Rail  road  was  paid  in  full,  and  the  principal  of  the  debt 
of  the  Kansas  Pacific  was  paid,71  so  that  the  government 
received  about  $64,000,000  in  settlement  of  its  claim  for  about 
$70,000,000.  This  amount  greatly  exceeded  the  maximum 
sum  which  the  most  sanguine  persons  had  at  one  time  expected 
m  case  the  government  were  to  insist  upon  cash  payment. 

The  general  plan  for  the  exchange  of  old  securities  for  new 
securities  was  as  follows : 


Amounts  Surrendered 

Union  Pacific: 

1st  mortgage  bonds,  $i,oc 
Sinking  fund  8’s,  $1,000. . 
Omaha  Bridge  8’s,  1,000. 


To  Receive  in  New  Securities 
IstM°rtgage  Preferred  Common 

Stock 


—  7  T  7 . . . 

Kansas  Pacific: 

Divisional  1st  mortgage  bonds,  $1,000. 
Consolidated  mortgage  bonds,  $1,000. . . 


assessment. 


4%  Bonds 

Stock 

$500 

1,000 

cash 

250 

. .  1,000 

500 

•  •  500 

1,100 

500 

of 

15 

71  The  government’s  claim  against  the  Kansas  Pacific  amounted 


$100 


TL,  a  Udim  against  me  Kansas  Pacific  amounted  to  $12  Sot  ono 

g  vernment  subsequently  brought  suit  for  the  balance,  but  recovered  only  $89^898] 
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THE  GROWTH  OF  THE  UNION  PACIFIC  FROM 
TIME  OF  THE  REORGANIZATION 
DOWN  TO  1905 

The  New  Management;  E.  H.  Harriman 

The  plan  of  reorganization  by  which  preferred  stock  was 
issued  to  the  bondholders  and  to  the  financial  syndicate  which 
had  managed  the  reorganization  removed  the  Union  Pacific 
from  the  Gould  control ;  but  as  George  Gould  received  a  large 
amount  of  new  stock  in  exchange  for  his  holdings  in  the  old 
company,  he  was  elected  a  member  of  the  board  of  directors  of 
the  new  company,  and  served  as  director  for  several  years 
after  the  reorganization.  Among  the  other  directors  of  the 
new  company  were  Otto  H.  Kahn  and  Jacob  Schiff  of  Kuhn 
Loeb  and  Company,  the  bankers  who  had  financed  the  reorgan¬ 
ization;  Marvin  Hughitt  of  the  Chicago  and  Northwestern 
road ;  R°swell  Miller  of  the  Chicago,  Milwaukee  and  St.  Paul  • 
and  Oliver  Ames,  the  son  of  Frederick  L.  Ames  and  grandson 
o  the  Oliver  Ames  who  had  been  president  of  the  original 
company  when  the  road  was  first  built.  Horace  G.  Burt,  the 

t  lrd  vice-president  of  the  Northwestern  lines,  was  chosen 
president  of  the  new  company. 

Whether  or  not  there  was  any  foundation  in  the  earlier 
rumor  that  the  Union  Pacific  was  to  become  an  adjunct  of  the 
Vanderbdt  system,  no  such  thing  occurred.  It  is  true  that  the 
Vanderbilt  interests  were  now  not  without  representation  upon 
the  Union  Pacific  board.  Yet  a  new  and  hitherto  compara¬ 
tively  unknown  man  was  soon  to  dominate  the  Union  Pacific 
and  through  his  mastery  of  the  Union  Pacific  extend  his  power 
over  other  lines  until  he  became  the  most  conspicuous  railroad 
magnate  of  America,  if  not  of  the  world.  This  was  E.  H. 
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Harriman.  In  1870,  Harriman  had  come  from  Hempstead, 
Long  Island,  to  New  York,  where  he  began  his  career  as  a 
clerk  in  a  broker’s  office.  He  was  alert,  watched  his  opportu¬ 
nities,  and  aided  by  a  series  of  fortunate  speculations,  man¬ 
aged  during  the  course  of  the  next  twenty  years  to  accumulate 
a  very  considerable  fortune.  Railroads  seemed  to  have  at¬ 
tracted  his  interest,  and  he  became  a  sharp  student  and  a  keen 
observer  of  their  problems  and  of  the  details  of  their  operation. 
He  became  connected  with  a  number  of  railroads,  notably  the 
Illinois  Central,  but  it  was  through  the  Union  Pacific  that  he 
attained  his  later  prominence.  Harriman,  it  seems,  was  the 
“railroad  man”  of  the  financial  syndicate  which  had  charge 
of  reorganizing  the  Union  Pacific.1  He  became  a  director  of 
the  new  company  and  chairman  of  the  executive  committee  of 
the  board.  From  time  to  time  he  increased  his  holdings  of 
Union  Pacific  stock  by  making  large  purchases  of  the  common 
shares,  which,  in  1898,  were  quoted  in  the  neighborhood  of  25. 2 
Within  a  surprisingly  short  time  his  influence  dominated  the 
management,  and  by  1900  his  control  of  the  Union  Pacific  had 
become  absolute.3 

The  history  of  the  reorganized  company  is  in  striking 
contrast  to  that  of  its  predecessor.  The  old  Union  Pacific 
had  often  been  contemptuously  referred  to  as  “two  rusty 
streaks  of  iron  on  an  old  road-bed.”4  Financially  it  could 
not  be  classed  as  a  strong  road.  On  the  other  hand,  the  new 
company  has  become  one  of  the  strongest  and  most  powerful 
railroads  in  the  United  States.  During  the  decade  following 
the  reorganization,  its  history  was  marked  by  rapid  growth  and 

1  Proc.  Spec.  Ex.,  p.  4729,  testimony  of  Otto  H.  Kahn.  Yet  Kahn  elsewhere  says 
that  Harriman  had  nothing  to  do  with  the  reorganization,  but  that  he  was  admitted  to 
the  board  of  the  new  company  in  pursuance  of  some  promise  made  to  him  by  Kuhn, 
Loeb  and  Company.  See  E.  H.  Harriman,  by  Otto  H.  Kahn,  the  Railway  Library, 
compiled  by  Slason  Thompson,  Vol.  II,  p.  313.  (Chicago,  1911.) 

2  Files  of  the  Commercial  and  Financial  Chronicle. 

3  12  I.  C.  C.  Rep.  319. 

4  This  phrase  was  first  used  by  Charles  Francis  Adams  in  some  remarks  which  he 
had  at  one  time  made  at  a  congressional  hearing,  to  characterize  the  sort  of  road  which 
would  result  if  Congress  persisted  in  harassing  the  company  by  ill-considered  attacks. 
These  attacks,  Adams  maintained,  were  made  in  the  interests  of  speculators,  who  were 
seeking  control  of  the  road.  They  would,  said  Adams,  loot  the  road  if  they  could  and 
then  abandon  to  the  government  “two  rusty  streaks  of  iron  on  an  old  road-bed.” 
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expansion  on  a  much  greater  scale  than  had  been  the  case  in 
the  expansion  period  of  the  eighties.  Under  the  control  of 
Harriman,  the  mileage  of  the  Union  Pacific  grew  from  less 
than  2,000  miles  in  1898  to  over  6,000  miles  in  1909.  In 
addition  the  company  acquired  control  of  the  7,000  miles  em¬ 
braced  in  the  Southern  Pacific  system.  Steamship  lines  as  well 
as  railroads  were  included.  By  1908  Harriman,  through  his 
high  position  in  the  councils  of  the  Union  Pacific,  had  become 
the  most  prominent  as  well  as  the  most  powerful  single  indi¬ 
vidual  in  the  railroad  world,  so  that  one  author  wrote  in  1909: 

In  comparison  with  him,  the  Vanderbilts,  the  Goulds,  the 
Garretts,  the  Huntingtons  represent  the  parochial  period  in 
our  railroad  history.  They  consolidated  small  railroads  into 
kingdoms,  Harriman  is  federating  their  kingdoms  into  em¬ 
pires.6 

Reacquisition  of  Branch  Lines 

The  first  step  in  this  direction  was  the  reacquisition  by  the 
Union  Pacific  of  the  important  auxiliary  lines  which  had 
formerly  made  up  the  Union  Pacific  system.  Many  of  these 
auxiliary  lines  had  been  separated  and  independently  reorgan¬ 
ized.  Not  only  were  the  Oregon  Short  Line,  the  Oregon  Rail¬ 
way  and  Navigation  Company,  and  the  Union  Pacific,  Denver 
and  Gulf  no  longer  parts  of  the  system,  but  a  number  of  im¬ 
portant  agricultural  feeders  had  been  separated  from  the  parent 
company  and  were  now  operated  independently.  Of  the  old 
system  of  about  8,000  miles,  nothing  was  left  but  the  main 
line  from  Omaha  to  Ogden,  the  Kansas  Division  from  Kansas 
City  to  Cheyenne,  and  about  300  miles  of  shorter  branches. 
Of  these  branches  which  were  still  owned,  several  continued 
to  be  operated  by  receivers,  even  after  the  new  management 
took  charge  of  the  main  line;  but  their  securities  were  owned 
by  the  Union  Pacific,  subject  to  such  of  the  collateral  trust 
notes  of  l89i  as  were  still  afloat.  Early  in  1898  the  reorgan- 

i9096  Burt0n  J-  IIcndricks>  “The  Most  Powerful  Man  in  America,"  McClures,  Oct. 
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ization  committee  purchased  a  sufficient  amount  of  the  collat¬ 
eral  underlying  these  notes  to  retire  the  balance  outstanding.6 
The  remaining  securities  of  these  branches  which  had  been 
held  in  this  trust  were  therefore  released,  so  that  the  new  com¬ 
pany  had  in  these  300  miles  the  beginning  of  a  branch  system.7 

In  June,  1898,  it  was  announced  that  the  new  company  had 
acquired,  at  a  large  discount,  nearly  all  of  the  bonds  of  the 
Omaha  and  Republican  Valley  Railway,8  so  that  when  that 
road  was  sold  under  foreclosure,  in  August,  1898,  title  to  it 
passed  to  the  new  Union  Pacific  Railroad  Company.9  During 
the  same  year,  1898,  the  Union  Pacific,  Lincoln  and  Colorado 
road,  a  local  line  in  western  Kansas,  and  formerly  a  part  of 
the  Union  Pacific  system,  was  consolidated  with  the  Union 
Pacific  Railroad.10  The  Central  Branch  Union  Pacific  was 
permanently  separated  from  the  Union  Pacific,  but  this  line 
had  never  been  an  integral  part  of  the  old  system;  and  control 
of  the  St.  Joseph  and  Grand  Island  road  was  not  again  acquired 
by  the  Union  Pacific  until  1906.  With  these  two  exceptions 
the  Union  Pacific  lines  in  Kansas  and  Nebraska  again  included 
substantially  the  same  agricultural  feeders  which  were  included 
in  the  former  system.  The  Union  Pacific,  Denver  and  Gulf 
road,  which  had  also  included  the  Colorado  mineral  branches, 
remained  independent  of  the  Union  Pacific,  but  an  arrange¬ 
ment  was  made  with  the  reorganization  committee  of  the  latter 

6  Chron.,  66:  2906  (1898). 

7  These  branches  which,  as  well  as  the  main  line,  were  subject  to  the  new  first 


mortgage  were: 

miles 

Brighton  and  Boulder  branch  . 27. 

Carbon  Cut-Off  Railway  (Allen,  Wyo.,  to  Hamer,  Wyo.) . 19.06 

Echo  and  Park  City  Railway  . 30.19 

Junction  City  and  Fort  Kearney  Railway  . 88. 

Kearney  and  Black  Hills  Railway  . 65.72 

Salina  and  Southwestern  Railway  . 35-74 

Solomon  Railroad  . 57-04 


322.75 

8  Chron.,  66:  617,  1190;  67:  179  (1898). 

9  Ibid.,  67:  372  (1898).  This  road  was  a  system  of  local  feeders  in  eastern 
Nebraska. 

10  Ibid.,  66:  385;  67:  957  (1898).  This  line  was  an  alternate  route  from  Salina, 
Kansas,  to  Oakley,  Kansas,  both  stations  on  the  main  line  of  the  Kansas  Division. 
The  length  of  the  road  was  225  miles. 
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road  whereby  the  Union  Pacific  reacquired  by  purchase  the 
important  cut-off  from  Julesburg  to  La  Salle,  Colorado,  which 
enabled  the  Union  Pacific  to  share  in  the  business  of  Colorado.11 

The  new  company  was  not  organized  by  special  charter, 
as  was  the  old  company,  but  was  organized  under  the  general 
laws  of  Utah.  The  articles  of  association  contained  no  re¬ 
striction  regarding  branch  extensions  as  was  impliedly  con¬ 
tained  in  the  old  charter.  It  was  therefore  no  longer  necessary 
to  operate  these  branches  through  the  medium  of  separate 
corporate  organizations.12  Their  acquisition  had  been  financed 
without  increasing  the  new  company’s  authorized  capitalization, 
the  plan  of  reorganization  having  provided  sufficient  capital  to 
carry  out  this  purpose.  In  fact,  something  over  1,000  miles 

of  this  newly  reacquired  branch  line  mileage  was  unincumbered 
by  any  issue  of  bonds. 


The  Oregon  Short  Line  and  Oregon  Railroad  and  Navigation 
Company 


The  next  step  in  the  direction  of  expansion  was  the  re- 
acquisition  of  the  Oregon  Short  Line  and  the  Oregon  Railroad 
and  Navigation  Company.  As  the  Union  Pacific  had  paid  the 
assessment  called  for  under  the  Oregon  Short  Line  reorganiza¬ 
tion  plan,  it  still  held  a  large  interest  in  the  Oregon  Short  Line ; 
but  the  latter  road  had  after  the  foreclosure  mentioned  in  the 
preceding  chapter  been  reorganized  under  a  plan  which  placed 
the  control  of  the  company  in  the  hands  of  the  former  bond¬ 
holders.  Of  its  capital  stock  amounting  to  $27,460,100,  par 
value,  the  Union  Pacific  owned  about  eight  millions,  and  later 
during  the  year  1898,  it  purchased  enough  additional  shares 
t0  g‘ve  il  a  substantially  controlling  interest.13  On  January 


^Chron.,  66:  521  (1898);  68:  188  (1899). 

forbade  branchTin^roncT1^ •  reftrr!Ction  in  th.e .  charter  acts  of  1862  and  1864  which 
the  act  rYurpcci  struction;  but  no  provision  was  made  respecting  branches  and 

the  Missouri  Rive^n  r0!-?6  c.omPany  °nly  the  power  to  build  a  line  of  railroad ’from 

ChityMSTsonRlaVnd  Sioux'cTy"’  ^  the  three  Specified  branctes>  toKans™ 

branches  -C°but  thl*  rJ!?*88-*?-  UP°n  the  legaljty  of  the  ri&ht  of  the  company  to  build 
scheme  b  h  restnctlon  was  assumed,  and  then  evaded  through  the  subsidiary 

13  Chron,,  68:  87  (1899). 
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10,  1899,  the  Union  Pacific  stockholders  voted  to  increase  the 
common  stock  of  the  Union  Pacific  by  $27,460,100  for  the 
purpose  of  acquiring  the  Oregon  Short  Line.14  This  new 
Union  Pacific  stock  was  offered  to  stockholders  of  the  Oregon 
Short  Line  in  exchange  for  their  stock,  each  stockholder  of 
the  Short  Line  to  be  entitled  to  one  share  of  new  stock  of  the 
Union  Pacific  in  exchange  for  one  share  of  Short  Line  stock 
plus  an  additional  payment  of  $3  for  each  share  exchanged. 
The  offer  appeared  attractive  to  the  Oregon  Short  Line  stock¬ 
holders,  for  nearly  all  of  them  accepted.  By  the  close  of  the 
year  1899  the  Union  Pacific  had  in  this  way  acquired  all  but 
a  few  shares  of  the  stock  of  the  Short  Line. 

The  Oregon  Short  Line  still  owned  a  majority  of  the  com¬ 
mon  stock  of  the  Oregon  Railroad  and  Navigation  Company, 
but  this  stock  did  not  give  to  it  control  of  that  company.  The 
old  Oregon  Railway  and  Navigation  Company  had  been  re¬ 
organized  in  1897,  the  name  of  the  reorganized  company  being 
changed  to  the  Oregon  Railroad  and  Navigation  Company. 
The  preferred  stockholders  of  this  reorganized  company  con¬ 
trolled  it.  Under  the  plan  of  reorganization  a  voting  trust 
had  been  established  which  provided  that  for  a  period  of  five 
years,  or  until  dividends  aggregating  20  per  cent  on  the  pre¬ 
ferred  stock  had  been  paid,  the  preferred  stockholders  of  the 
Oregon  Railroad  and  Navigation  Company  were  to  elect  two- 
thirds  of  the  directors.  On  account  of  this  arrangement  which 
prevented  the  Union  Pacific,  after  having  acquired  the  Oregon 
Short  Line,  from  exercising  complete  control  over  the  Naviga¬ 
tion  Company  through  the  Short  Line,  the  Navigation  Com¬ 
pany  was  operated  independently,  but  in  the  joint  interest  of 
the  Union  Pacific,  the  Northern  Pacific,  and  the  Great  North¬ 
ern.  Of  this  necessary  20  per  cent  dividend  which  must  be 
paid  before  the  voting  trust  could  be  dissolved,  10  per  cent  had 
been  paid  by  1899.  The  Union  Pacific,  through  the  Oregon 
Short  Line,  guaranteed  payment  of  the  remaining  10  per  cent, 


14  Chron.,  68:  188  (1899). 
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whereupon  the  voting  trust  was  dissolved  and  the  Union  Pacific 

came  in  full  control  of  the  Oregon  Railroad  and  Navigation 
Company.16 

The  Union  Pacific  management  proceeded  still  further  to 
strengthen  its  control  over  this  company  just  as  it  had  done  in 
the  case  of  the  Short  Line.  The  authorized  preferred  stock 
of  the  Union  Pacific  was  increased  by  $25,000,000  and  the 
authorized  common  stock  by  $7,7 1 8,600.  This  new  stock  was 
offered  to  stockholders  of  the  Oregon  Railroad  and  Navigation 
Company  in  exchange  for  their  shares  of  the  latter  company.16 
Each  class,  preferred  and  common,  of  Oregon  Railroad  and 
Navigation  Company  stock  exchanged,  share  for  share,  with 
the  corresponding  class  of  new  Union  Pacific  stock.17  Within 
a  few  months  all  but  a  negligible  minority  of  shares  of  the 
Navigation  Company  were  exchanged  for  new  preferred  and 
common  shares  of  Union  Pacific  stock.  From  this  time  on 
the  Northern  Pacific  and  Great  Northern  were  no  longer 
accorded  equal  advantages  with  the  Union  Pacific  over  the 
Oregon  Railroad  and  Navigation  Company.  The  three  prop¬ 
erties,  the  Union  Pacific,  the  Oregon  Short  Line,  and  the 
Oregon  Railroad  and  Navigation  Company,  have  since  been 
operated  as  one  road,  although  the  Short  Line  and  the  Naviga¬ 
tion  Company  have  been  operated  under  separate  corporate 
organizations.  In  the  Union  Pacific  annual  reports  before 
1902  separate  reports  had  been  published  covering  the  business 
of  the  auxiliary  companies,  but  since  1902  no  separate  report 
has  been  made  of  the  operations  of  these  three  constituent 
members  of  the  Union  Pacific  system;  the  operations  of  the 


“Chron.,  69:  181  (1899). 

17  T^LtCS,  °f  dirftorsj.  meeting,  Aug.  29,  1899,  Proc.  Spec.  Ex.,  p.  eg. 

retire  the  series  B  income  bonds  and  acquire  $11,000,000  of  Oregon  Railroad  and 

and  1 NavS?  C^mp?nyPacommonmSo?k  "outstan? 
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entire  system  have  been  reported  as  though  the  three  roads 
were  in  name,  as  well  as  in  fact,  one  company. 

The  Union  Pacific  system  now  included  substantially  the 
same  mileage  as  it  had  included  prior  to  1890,  the  date  of  the 
acquisition  of  the  Union  Pacific,  Denver  and  Gulf  road.  Cer¬ 
tain  branches  were,  however,  noticeably  absent.  The  old  South 
Park  Line  to  Leadville  and  Gunnison,  which  had  been  such 
a  conspicuous  example  of  a  branch  that  was  a  “sucker”  instead 
of  a  feeder,  was  not  any  more  a  part  of  the  system.  Other 
Colorado  mineral  lines  were  no  longer  included,  nor  were  there 
included  the  two  agricultural  roads  in  eastern  Kansas  which 
have  been  mentioned,  the  St.  Joseph  and  Grand  Island,  and 
the  Central  Branch  Union  Pacific.  Of  the  lines  which  re¬ 
mained  as  part  of  the  system  all  but  the  Oregon  Short  Line, 
the  Oregon  Railroad  and  Navigation  Company,  and  one  other 
line,  the  Leavenworth,  Topeka  and  Western  (formerly  the 
Kansas  Central),  were  operated  without  the  intervention  of 
subsidiary  corporate  organizations.  The  reorganization  of  the 
Oregon  Short  Line  and  of  the  Oregon  Railroad  and  Naviga¬ 
tion  Company  had  materially  reduced  the  fixed  charges  of  each 
road,  so  that  both  of  these  companies  became  self-sustaining. 
The  Union  Pacific  was  therefore  in  a  position  to  enjoy  the 
benefits  of  a  system  of  feeders  and  auxiliary  lines,  while  it  was 
not  called  upon  to  make  good  annual  deficits  upon  branch  line 
bonds. 

Purchase  of  the  Southern  Pacific 

So  far  the  new  management  of  the  Union  Pacific  had  con¬ 
fined  itself  to  the  work  of  building  up  and  strengthening  the 
Union  Pacific  system,  by  restoring,  so  far  as  seemed  advisable, 
the  auxiliary  system  as  it  had  existed  prior  to  the  receivership. 
In  1901  a  more  radical  step  was  taken.  This  was  the  purchase 
by  the  Union  Pacific  of  a  controlling  interest  in  the  Southern 
Pacific  Company,  which  had  since  1885  owned  the  Central 
Pacific  line  from  Ogden  to  San  Francisco.  The  principal 
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stockholder  of  the  Southern  Pacific,  Collis  P.  Huntington,  died 
in  1900,  and  his  stock  was  known  to  be  on  the  market.  The 
Union  Pacific  managers  appear  to  have  been  somewhat  appre¬ 
hensive  lest  this  stock,  which  represented  a  dominating,  if  not 
a  controlling  interest,  should  pass  into  the  hands  of  interests 
hostile  to  their  company,  with  a  possible  result  that  the  free 
interchange  of  business  between  the  Union  Pacific  and  South¬ 
ern  Pacific  at  Ogden  might  cease.18  If  we  are  to  credit  the 
statements  of  Harriman  and  Kahn,  an  attempt  was  made  by 
the  Union  Pacific  to  purchase  the  Central  Pacific  line  from 
the  Southern  Pacific  Company.  Failing  in  this  attempt,  the 
Union  Pacific  managers  determined  to  acquire  a  controlling 
interest  in  the  Southern  Pacific  itself.  Early  in  1901  the 
Union  Pacific  purchased,  through  Kuhn,  Loeb  and  Company, 
the  Huntington  holdings  of  Southern  Pacific  stock  and  also 
a  large  block  of  the  stock  of  the  same  company  which  was  then 
held  by  the  house  of  Speyer  and  Company.19  These  shares, 
together  with  some  additional  shares  which  were  purchased  in 
the  open  market,  gave  to  the  Union  Pacific  something  over 
$75,000,000  of  Southern  Pacific  stock  out  of  a  total  issue  of 
$200,000,000.  During  the  next  few  months  the  Union  Pacific 
acquired  about  $15,000,000  more  of  Southern  Pacific  stock, 
so  that  by  the  close  of  the  year  1901  it  owned  over  45  per  cent 
of  the  entire  issue,  an  amount  which  enabled  it  to  control  the 
management  of  the  Southern  Pacific  Company. 

The  original  $75,000,000  stock  purchase,  which  cost  the 
Union  Pacific  a  little  over  $50  a  share,20  was  financed  by  the 
issuance  of  $100,000,000  of  4  per  cent  convertible  bonds, 
secured  by  a  pledge  of  the  newly  acquired  Southern  Pacific 
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stock,  as  well  as  by  a  first  mortgage  upon  the  branch  roads 
which  had  up  to  this  time  been  unincumbered,  and  by  a  second 
mortgage  on  the  Union  Pacific  lines  which  were  already 
covered  by  the  company’s  first  mortgage.21  These  bonds  were 
to  be  convertible  at  par  into  Union  Pacific  common  stock  at 
any  time  before  January  I,  1907.  The  issue  was  underwritten 
by  Kuhn,  Loeb  and  Company,  stockholders  being  first  offered 
the  privilege  of  subscribing  to  them  at  par.  Forty  millions 
of  these  bonds  were  required  to  purchase  the  Southern  Pacific 
stock;  the  balance  of  the  issue  was  used  later  for  a  different 
purpose,  which  will  be  considered  later  in  this  chapter. 

Unified  Operation  of  Union  Pacific  and  Southern  Pacific 

The  Southern  Pacific  Company  was  and  is  a  holding  com¬ 
pany,  which  was  organized  in  1885  under  a  special  charter 
granted  by  the  state  of  Kentucky.22  As  a  holding  company, 
it  owned  the  Southern  Pacific  lines  from  San  Francisco  and 
Los  Angeles  east  to  El  Paso,  Texas;  the  Galveston,  Harris¬ 
burg  and  San  Antonio  Railway  and  a  number  of  other  com¬ 
panies  which  operate  lines  ,  in  Texas  and  Louisiana,  and  give 
the  Southern  Pacific  a  through  line  to  New  Orleans;  the 
Central  Pacific  line  from  San  Francisco  to  Ogden;  the  line 
from  Sacramento  to  Portland;  and  many  shorter  branches. 
The  system  embraces  what  are  known  as  the  Sunset,  Ogden  and 
Shasta  routes,  the  Sunset  Route  being  the  line  from  San  Fran¬ 
cisco  to  New  Orleans,  the  Ogden  Route,  the  old  Central  Pacific 
line,  and  the  Shasta  Route  the  road  from  San  Francisco  to 
Portland.  A  great  number  of  subsidiary  corporations  make 
up  the  entire  system  which  is  owned  by  the  Southern  Pacific 
Company.  This  company  also  owned,  and  still  owns,  what 
is  known  as  the  Morgan  line  of  steamers,  which  operate  between 
New  Orleans  and  New  York,  and  in  1900,  the  Southern 
Pacific  purchased  a  majority  of  the  stock  of  the  Pacific  Mail 


21  Minutes  of  directors’  meeting,  Feb.  20,  1901,  Ibid.,  p.  65. 

22  Laws  of  Kentucky,  1884,  Vol.  I,  p.  75. 
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Steamship  Company,  which  operates  between  San  Francisco 
and  the  Orient,  and  between  San  Francisco  and  Panama.23 
Before  it  purchased  the  Southern  Pacific,  the  Union  Pacific 
already  owned,  through  the  Oregon  Railroad  and  Navigation 
Company,  a  line  of  steamships  from  Portland  to  the  Orient, 
known  as  the  Portland  and  Asiatic  Steamship  Company,  and 
a  line  between  Portland  and  San  Francisco,  and  in  addition 
it  owned  a  half-interest  in  the  Occidental  and  Oriental  Steam¬ 
ship  Company,  which  operated  between  San  Francisco  and  the 
Orient. 

The  above  description  of  the  properties  controlled  by  the 
Union  Pacific  and  Southern  Pacific  indicates  the  magnitude 
of  the  combination  of  these  two  great  railroad  systems.  But 
the  mere  size  of  this  combination  is  not  the  only  characteristic 
which  distinguishes  it  from  other  railroad  mergers.  The  rail¬ 
road  situation  in  the  far  west  is  materially  different  from  the 
situation  in  the  east  and  middle  west,  where  there  is  a  network 
of  railroad  lines  of  many  different  companies.  In  1901  the 
only  big  railroads  in  California  were  the  Southern  Pacific  and 
the  Atchison,  Topeka  and  Santa  Fe.  The  latter  company 
lacked  an  extensive  system  of  branch  lines  and  feeders,  while 
the  Southern  Pacific  had  built  into  almost  every  part  of 
California.  The  only  railroads  in  Oregon  were  the  Southern 
Pacific  and  the  Oregon  Railroad  and  Navigation  Company, 
except  that  the  rails  of  the  Northern  Pacific  touched  Portland. 
A  glance  at  the  map  will  show  that  there  are  relatively  few 
rail  lines  in  the  far  west,  and  that  the  most  important  lines  in 
the  southwest  are  owned  either  by  the  Union  Pacific,  the 
Southern  Pacific,  or  the  Santa  Fe.  In  1901  neither  the 
Spokane,  Portland  and  Seattle  road,  nor  the  Western  Pacific, 
nor  the  Los  Angeles  and  Salt  Lake  line  had  yet  been  built. 

The  Union  Pacific-Southern  Pacific  combination  controlled 
therefore  the  following  transcontinental  routes:  from  the  Mis¬ 
souri  River  to  Portland,  via  the  Oregon  Short  Line ;  from  the 


23  Evidence  before  I.  C.  C.,  Proc.  Spec.  Ex.,  p.  1667,  testimony  of  R.  P.  Schwerin. 
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Missouri  River  to  San  Francisco,  via  the  Ogden  Route;  from 
New  York>via  the  Sunset-Gulf  route,  to  San  Francisco  and 
Portland;  and  that  portion  of  the  route  via  Panama  which  ex¬ 
tends  from  Panama  to  San  Francisco.  The  acquisition  of  the 
Southern  Pacific  differed  therefore  in  one  important  respect 
from  the  former  additions  to  the  Union  Pacific  system.  The 
previous  acquisitions  had  not,  except  in  the  case  of  the  Kansas 
Pacific,  been  competing  lines,  and  had  not  involved  the  ques¬ 
tion  of  “restraint  of  trade.”  Indeed  it  happened  more  often 
that  newly  constructed  or  acquired  lines  had  stimulated  com¬ 
petition  by  enabling  the  Union  Pacific  to  become  a  factor,  as 
in  the  case  of  the  Julesburg  branch,  or  the  Oregon  Short  Line. 
The  Union  Pacific-Southern  Pacific  combination,  on  the  other 
hand,  was  a  union  of  two  competing  railroad  companies  into 
the  nearest  approach  to  a  railroad  monopoly  which  had  yet 
been  developed  in  the  United  States. 

After  the  combination,  Union  Pacific  officials  and  directors 
were  elected  to  the  offices  of  the  Southern  Pacific  Company. 
Harriman  became  the  president  of  the  Southern  Pacific,  and 
the  principal  offices  of  both  companies  were  generally  held  by 
the  same  individuals.  The  “Four  Pacifies” — the  Union  Pa¬ 
cific,  the  Oregon  Short  Line,  the  Oregon  Railroad  and  Naviga¬ 
tion  Company,  and  the  Southern  Pacific — were  from  this  time 
on  operated  as  one  consolidated  system.  The  general  offices 
of  the  two  systems,  the  Union  Pacific  and  Southern  Pacific, 
were  consolidated  in  all  the  principal  cities  of  the  United  States, 
except  in  New  York.24  J.  C.  Stubbs,  who  had  been  traffic 
manager  of  the  Southern  Pacific,  was  appointed  “Director  of 
Traffic”  of  the  combined  system;  and  Julius  Kruttschnitt,  a 
prominent  officer  of  the  Southern  Pacific,  became  “Director  of 
Maintenance  and  Operation”  of  the  combined  roads.  The 
business  of  these  two  men  was  to  operate  the  Union  Pacific 
and  Southern  Pacific  systems  with  a  view  to  the  welfare  of 
the  system  as  a  whole.  Said  Stubbs  in  1911  : 


24  Chron.,  73:  446  (1901). 
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I  am  to  be  placed  in  entire  charge  of  the  traffic  of  the 
Southern  Pacific,  the  Union  Pacific,  the  Oregon  Railroad  and 
Navigation  Company,  and  the  Oregon  Short  Line  and  I  shall 
report  to  the  Boards  of  Directors  of  the  several  companies. 

That  means  that  I  am  to  report  direct  to  Harriman,  the  Chair¬ 
man  of  the  Executive  committees  of  the  four  roads.95 

Attempted  Control  of  the  Northern  Pacific 

Further  discussion  of  the  Union  Pacific-Southern  Pacific 
system  must  be  deferred  for  a  time,  in  order  that  the  thread  of 
events  may  not  be  broken.  A  short  time  after  the  Union 
Pacific  acquired  control  of  the  Southern  Pacific,  a  great 
struggle  between  the  Harriman-Union  Pacific  interests,  and 
the  Hill-Great  Northern  interests  took  place.  This  struggle 
arose  as  a  result  of  a  dispute  over  the  control  of  the  Chicago, 
Burlington  and  Quincy  Railroad.  The  Burlington  system  ex¬ 
tended  from  Chicago  through  Omaha  to  Denver,  where  it  con¬ 
nected  with  the  Union  Pacific  and  the  Denver  and  Rio  Grande ; 
from  Omaha  to  Billings,  Montana,  where  it  connected  with 
the  Northern  Pacific;  and  from  Chicago  to  St.  Paul,  where  it 
connected  with  the  Northern  Pacific  and  the  Gieat  Northern. 
The  Burlington  Road  also  owned  a  network  of  branch  lines 
in  the  Mississippi  River  region  and  in  the  “Granger  States” 
of  the  middle  west.  It  had  been  an  active  competitor  of  the 
Union  Pacific,  but  it  was  also  a  valuable  connection  and  a 
considerable  amount  of  business  was  interchanged  between  the 
two  systems.26  It  seems  that  during  the  year  1900,  Harriman 
attempted  to  obtain  an  interest  in  the  Burlington,  with  a  view 
to  maintaining  and  strengthening  harmonious  relations  between 
that  road  and  the  Union  Pacific.  Accordingly  he  entered  into 
negotiations  with  the  Burlington  management  for  the  purchase 
of  10  or  15  per  cent  of  the  company’s  capital  stock.-7  Otto  H. 
Kahn  subsequently  declared  that  the  purpose  of  this  move  was 
to  maintain  the  status  quo  and  so  prevent  the  Burlington  from 


25  Chron.,  72:  1239.  .  . 

36  Proc.  Spec.  Ex.,  p.  4715,  testimony  of  Kahn 
s?  Ibid.,  p.  4716,  testimony  of  Kahn. 
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falling  into  the  hands  of  interests  hostile  to  the  Union  Pacific; 
for  it  had  been  reported  that  the  people  who  had  theretofore 
been  in  control  of  the  Burlington  were  about  to  retire  from  the 
management.  By  the  term  “hostile  interests’’  was  meant,  it 
seems,  the  Great  Northern.  It  had  been  rumored  that  James 
J.  Hill,  who  controlled  the  Great  Northern,  wished  to  purchase 
the  Burlington.28  According  to  Kahn’s  testimony,  it  was  the 
object  of  the  Union  Pacific  interests  to  maintain  the  “indepen¬ 
dence  of  the  Burlington,”  and  that  if  the  Harriman  interests 
could  control  15  per  cent  of  the  Burlington’s  stock,  this  object 
would  be  accomplished. 

The  negotiations  between  Harriman  and  the  men  in  control 
of  the  Burlington  fell  through  on  account  of  the  high  price 
which  the  latter  asked  for  the  Burlington  stock.29  About  the 
same  time  both  the  Great  Northern  and  the  Northern  Pacific 
roads  were  seeking  control  of  a  line  which  would  give  them 
an  outlet  to  Chicago/30  During  the  fall  of  1900,  it  seems  that 
the  Union  Pacific  interests,  after  the  failure  of  their  negotia¬ 
tions  with  the  Burlington  management,  had  purchased  in  the 
open  market  some  eight  or  nine  millions  of  Burlington  stock.31 
This  circumstance,  according  to  one  authority,  may  have  been 
the  deciding  factor  in  inducing  the  two  Northern  roads  to  seek 
control  of  the  Burlington  in  preference  to  one  of  the  four  or 
five  other  lines  which  would  have  given  them  an  equally  favor¬ 
able  connection  with  Chicago.  “The  testimony  does  not  show 
a  direct  causal  connection  between  the  attempt  of  the  Union 
Pacific  to  purchase  the  Burlington  in  the  open  market,  and  the 
negotiations  of  Hill  for  the  same  property,  although  more  than 
mere  coincidence  probably  existed.”32 

The  Burlington  road  had  enjoyed  prosperity  for  many 
years.  It  had  been  conservatively  managed  and  it  paid  regular 

28  Proc.  Spec.  Ex.,  p.  4717,  testimony  of  Kahn. 

29  Ibid.,  p.  4716. 

30  B.  H.  Meyer,  A  History  of  the  Northern  Securities  Case,  p.  239. 

31  Proceedings  before  the  Special  Examiner  in  the  Northern  Securities  case,  Vol. 
II,  pp.  74-75,  cited  by  Meyer,  p.  230. 

83  Meyer,  p.  230. 
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dividends.  Its  stock  was  widely  scattered,  and  held  by  persons 
who  hatl  owned  their  shares  for  many  years,  and  who  were  not 
especially  desirous  of  parting  with  them.33  Control  of  the 
property  could  not  be  obtained  by  purchases  made  in  the  open 
market.  About  Christmas,  1900,  the  Hill  interests  opened 
negotiations  with  the  Burlington  management  for  the  joint 
purchase,  not  of  15  per  cent,  but  of  all  of  the  stock  of  the 
Burlington  by  the  Great  Northern  and  the  Northern  Pacific. 
Mr.  Hill,  it  seems,  was  willing  to  pay  a  price  which  Harriman 
had  refused  to  pay.34  After  some  negotiations  in  the  early 
spring  of  1901,  nearly  all  of  the  Burlington  stockholders 
accepted  the  offer  of  the  Great  Northern  and  Northern  Pacific 
roads  and  transferred  96.79  per  cent  out  of  a  total  of 
$108,000,000  of  Burlington  stock  to  the  two  Northern  com¬ 
panies  in  consideration  of  $200  a  share,  payable  in  Great 
Northern  and  Northern  Pacific  joint  collateral  4  per  cent  bonds. 
These  bonds  were  secured  by  a  pledge  of  this  Burlington 
stock.35  The  Great  Northern  and  Northern  Pacific  each  re¬ 
ceived  half  of  the  stock  which  was  so  purchased. 

The  Union  Pacific  interests  no  longer  owned  the  Burlington 
stock  which  they  had  purchased  in  the  open  market,36  and  it 
seems  that  relations  which  at  that  time  existed  between  Harri¬ 
man  and  Hill  were  not  friendly.  There  was  reason  to  expect 
that  the  control  of  the  Burlington  by  Hill  would  result  in  “the 
deflection  of  the  Burlington’s  entire  relations  from  the  Union 
Pacific  to  the  Northern  Pacific,  and  the  consequent  shutting 
out  of  the  Union  Pacific  from  that  immediate  territory.”37 
Hill’s  avowed  object  in  purchasing  the  Burlington  was  to  divert  % 
the  traffic  between  the  Mississippi  Valley  and  the  Pacific  north¬ 
west  from  the  Union  Pacific  to  the  Great  Northern  road.38 
This  traffic  must  have  been  worth  seeking,  for  it  seems  Harri- 

33  Ibid. 

z*  Proc.  Spec.  Ex.,  p.  4717,  testimony  of  Kahn. 

85  Consolidation  and  combinations  of  carriers  subject  to  the  act  to  regulate  com¬ 
merce,  including  the  method  of  association  known  as  the  “Community  of  Interest 
Plan.”  (Order  and  Testimony,  pp.  36-9,  testimony  of  J.  J.  Hill.) 

39  Meyer,  p.  231. 

37  Proc.  Spec.  Ex.,  p.  4717,  testimony  of  Kahn. 

88  In  the  matter  of  Combinations,  etc.,  pp.  52-4,  testimony  of  Hill. 
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man  did  what  he  could  to  prevent  his  Northern  competitors 
from  securing  it  at  the  expense  of  the  Union  Pacific.  At  least 
this  is  declared  to  have  been  the  motive  which  led  Harriman  to 
ask  of  the  Hill  people  that  his  interests  be  permitted  to  share 
in  the  Burlington  purchase.39  This  request  of  the  Union 
Pacific  interests  was,  however,  flatly  refused. 

Thereupon  Harriman  and  his  associates  in  the  Union  Pa¬ 
cific  determined  to  fight.  During  April,  1901,  he  and  his 
fellow  director,  Winslow  Pierce,  made,  on  behalf  of  the  Union 
Pacific,  large  purchases  of  Northern  Pacific  stock,  with  a  view 
to  acquiring  control  of  that  company,  and,  through  it,  a  half¬ 
interest  in  the  Burlington.  During  April  and  May,  1901,  the 
Union  Pacific  interests  succeeded  in  acquiring  $78,000,000  of 
Northern  Pacific  stock,  out  of  a  total  issue  of  $155,000,000, 
preferred  and  common.  Of  the  Northern  Pacific’s  authorized 
capital  stock,  $80,000,000  were  preferred  and  $75,000,000  were 
common.  The  Harriman  interests  had  acquired  $41,000,000 
of  preferred,  and  $37,000,000  of  common,  which  together  gave 
them  a  majority  of  $1,000,000  out  of  the  total  number  of 
shares.40  The  cost  of  this  Northern  Pacific  stock  was  met 
partly  out  of  the  remaining  $60,000,000  of  the  $100,000,000 
convertible  bond  issue,  which  had  been  authorized  when  the 
Union  Pacific  bought  the  Southern  Pacific,  and  partly  by  bor¬ 
rowing  money  on  short-time  loans.  The  entire  Northern 
Pacific  purchase  cost  the  Union  Pacific  between  $80,000,000 
and  $90,ooo,ooo.41 

This  activity  of  the  Union  Pacific  interests  aroused  the 
individuals  whose  interests  lay  with  the  Northern  roads.  Hill 
and  his  associates  likewise  made  large  purchases  of  Northern 
Pacific  stock  about  the  same  time,  in  order  that  they,  and  not 
Harriman,  might  be  in  control.  Early  in  May  the  struggle 
between  the  two  factions  over  the  Northern  Pacific  reached 
a  crisis.  Much  of  this  company’s  stock  had  been  sold  short, 


39  Proc.  Spec.  Ex.,  p.  4717,  testimony  of  Kahn. 

40  Meyer,  p.  232. 

41  Evidence  before  I.  C.  C.,  Proc.  Spec.  Ex.,  pp.  741-5,  testimony  of  Harriman. 
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and  when  only  a  limited  supply,  which  was  not  equal  to  the 
demand,  was  to  be  had,  Northern  Pacific  common  advanced 
rapidly,  and  on  _May__c>,  1901,  it  touched  the  high  figure  of 
$^000_a_share.42  This  precipitated  a  stock  exchange  panic. 

The  markets  of  the  world  were  convulsed,  the  equilibrium 

of  the  financial  world  shaken,  and  many  speculative  interests 
in  a  critical  condition.”43 

At  first  it  appeared  as  if  the  Harriman  interests  had  won  . 
out;  but,  unfortunately  for  them,  the  charter  of  the  Northern 
Pacific  gave  to  the  common  stockholders  the  right  to  retire  the  ' 
preferred  stock  on  any  1st  of  January  prior  to  1917.  Harri¬ 
man  s  majority  was  in  the  preferred  shares,  while  the  Hill 
interests  controlled  slightly  over  half  of  the  common  shares. 

The  latter  faction  could  therefore  retire  Harriman’s  preferred 
shares,  but  Harriman  held  enough  stock  to  make  him  a  danger¬ 
ous  opponent.  The  rival  interests  finally  concluded  to  com-  Tf.  c*** 
promise  their  differences.  Just  what  negotiations  took  place 
cannot  be  learned;  but  on  June  1,  1901,  it  was  announced  that 
an  agreement  between  them  had  been  reached  whereby  Harri¬ 
man  and  two  of  his  associates  were  to  be  admitted  to  the 

Northern  Pacific  board.41  Both  parties  from  now  on  acted  in 
harmony. 


The  Northern  Securities  Company 

This  settlement  which  accorded  to  the  controlling  power 
of  the  Union  Pacific  a  minority  representation  in  the  Northern 
Pacific,  was  an  example  of  the  new  “community  of  interest” 
principle.  The  day  of  cut-throat  competition  between  rival 
railroad  systems  was  rapidly  passing,  and  was  being  succeeded 
by  harmony  and  co-operation.  As  the  term  “community  of 
interest  suggests,  it  implies  the  establishment  of  closer  rela- 


"  Meyer,  p.  a33. 
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tions  and  friendly  interests  among  different  railroads.  The 
method  by  which  this  result  has  usually  been  accomplished,  and 
which  is  generally  meant  when  this  phrase  is  used,  is  the 
“interlocking  directorate,”  so-called,  that  is,  an  arrangement 
by  which  one  or  more  men  prominent  in  the  management  of 
one  company  are  represented  in  the  directorate  of  another. 
Says  one  leading  financial  journal:45 

The  community  of  interest  idea  does  not  contemplate  or 
require  for  its  successful  working  the  actual  holding  of  a 
majority  interest.  It  aims  merely  at  sufficient  identity  of 
interest  to  insure  harmonious  and  peaceful  arrangements  be¬ 
tween  companies  in  the  same  field  of  operations. 

The  agreement  which  ended  the  hostility  between  the  Hill 
and  Harriman  factions  was  declared  to  be  in  the  interests  of 
peace,  and  “complete  and  perfect  harmony,”46  and  was  com¬ 
mented  upon  as  an  example  of  “the  vitality  and  vigor  of  the 
peace  policy  established  between  railroads.”47 

Before  the  close  of  the  same  year,  1901,  the  interests  in 
control  of  the  Northern  Pacific  and  Great  Northern  deter¬ 
mined  to  organize  a  holding  company  to  control  both  of  these 
railroads,  and  through  them,  the  Burlington.  In  Novem¬ 
ber,  1901,  it  was  announced  that  such  a  company  to  be  known 
as  the  Northern  Securities  Company  was  to  be  organized 
under  the  laws  of  New  Jersey  for  the  purpose  of  holding  the 
stock  of  the  Great  Northern  and  Northern  Pacific.48  The 
Northern  Securities  Company  was  an  embodiment  of  the  “com¬ 
munity  of  interest”  principle.  Unity,  not  division  of  interests 
was  declared  to  be  its  object.  “The  intent  was  not  to  allot  so 
many  directors  to  the  Union  Pacific,  so  many  to  the  Great 
Northern,  and  so  many  to  the  Northern  Pacific,  but  rather  to 
form  the  strongest  and  most  harmonious  combination  possible 
representing  the  joint  interests  involved.”49  The  new  com- 
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pany  was  capitalized  at  $400,000,000.  Its  stock  was  to  be 
issued  to  stockholders  of  the  Great  Northern  and  Northern 
Pacific  in  exchange  for  their  stock.  The  exchange  was  to  be 
made  on  the  following  basis:  Great  Northern  stock  exchanged 
for  Northern  Securities  Company  stock  at  the  ratio  of  $100 
par  value  of  Great  Northern  for  $180  par  value  of  Northern 
Securities  Company;  and  Northern  Pacific  exchanged  at  the 
ratio  of  $100  par  value  for  $115  par  value  of  Northern  Secu¬ 
rities  Company  stock. 

The  Union  Pacific,  as  the  owner  of  some  $78,000,000  of 
Northern  Pacific  stock,  chose  to  exercise  its  privilege  of  turn¬ 
ing  its  shares  into  the  Northern  Securities  Company  in  ex¬ 
change  for  Northern  Securities  Company  shares  amounting 
in  number  to  about  one-fifth  of  the  capital  stock  of  the  new 
corporation.  The  number  of  directors  of  the  Northern 
Securities  Company  was  fifteen.  Three  Union  Pacific  direc¬ 
tors  were  elected  to  the  board  of  directors  of  the  Northern 
Securities  Company,  Harriman,  Schiff,  and  James  Stillman, 
and  Harriman  became  a  member  of  the  executive  committee 
of  the  holding  company. 

The  Northern  Securities  Company  enjoyed  but  a  brief 
existence.  Almost  immediately  it  was  charged  with  being  a 
combination  in  restraint  of  trade.  In  December,  1901,  the 
Interstate  Commerce  Commission  commenced  an  investigation 
of  the  company.  Suits  were  also  instituted  against  it  both  by 
state  and  national  authorities,  the  details  of  which  need  not  be 
set  forth  in  this  work.60  The  validity  of  the  combination 
finally  came  before  the  Supreme  Court  of  the  United  States, 
and  on  March  14,  1904,  the  ownership  of  the  Great  Northern 
and  Northern  Pacific  Railways  by  the  Northern  Securities 
Company  was  declared  to  be  a  combination  in  restraint  of 
trade,  and,  as  such,  in  violation  of  the  Sherman  Anti-Trust 
Law  of  1890.  The  court  enjoined  the  Northern  Securities 

60  For  full  details  of  the  history  of  the  Northern  Securities  Company,  see  Meyer, 
History  of  the  Northern  Securities  Case. 
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Company  from  voting  its  holdings  of  Great  Northern  and  of 

orthern  Pacific  stock,  and  from  collecting  any  dividends 
upon  the  same.61 

Second  Attempt  to  Control  Northern  Pacific 

But  the  court’s  decree  failed  to  direct  the  manner  in  which 
the  combination  should  be  dissolved.  After  the  decision  was 
announced,  a  dispute  arose  over  the  redistribution  of  the  Securi¬ 
ties  Company’s  holdings.  It  was  manifest  that  the  situation 
had  become  very  complicated.  On  April  21,  1904,  the  stock- 
olders  of  the  Northern  Securities  Company  met  and  voted 
to  reduce  that  company’s  outstanding  capital  stock  from 
3,954,000  shares  to  39,540  shares.52  Of  the  shares  outstand¬ 
ing  99  per  cent  were  to  be  called  in  and  canceled,  the  plan  being 
for  each  holder  to  receive  for  one  share  of  Northern  Securities 
stock,  $39.27  in  Northern  Pacific  stock,  $30.17  in  Great  North- 

f,™  ,St°Ck’  f d  0ne  share  of  Northern  Securities  Company 
stubs.  These  were  certificates  of  interest  in  the  remaining 
1  per  cent  of  Northern  Securities  stock,  which  represented  cer¬ 
tain  other  assets  of  the  company  other  than  Northern  Pacific 
and  Great  Northern  holdings.  The  practical  effect  of  this 
plan  was  obviously  to  leave  the  control  just  where  it  was,  the 
on  y  change  being  that  it  would  now  be  exercised  by  the  same 
stockholders  as  individuals,  who  had  previously  managed  the 
road  through  the  medium  of  this  holding  company. 

The  above  arrangement  for  a  prorata  distribution  would 
give  the  Union  Pacific  about  $28,000,000,  par  value,  of  North¬ 
ern  Pacific  stock,  and  about  $21,500,000,  par  value,  of  Great 
orthern.  This  plan  was  unsatisfactory  to  the  Harriman 
interests  They  at  once  protested  against  it,  and  demanded  a 
return  of  the  $78,000,000  of  Northern  Pacific  stock  which 
theyhad  turned  into  the  Securities  Company  at  the  time  of  its 

48  L  &  SeCUriti "  Comtany  »•  United  States,  ,93  U.  S.  ,97,  44  S.  Ct.  436, 
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formation.63  Had  this  been  done  the  Union  Pacific  would 
have  been  able  to  control  the  Northern  Pacific;  for  after  the 
Northern  Securities  Company  had  been  organized,  the  North¬ 
ern  Pacific  had  retired  its  preferred  shares  by  issuing 
$80,000,000  of  debentures  which  were  convertible  into  North¬ 
ern  Pacific  common  stock,  and  which  had  been  subsequently 
converted.  In  1904  the  capital  stock  of  the  Northern  Pacific 
amounted,  therefore,  to  $155,000,000,  of  common  shares, 
with  no  preferred  stock.  Had  the  Harriman  interests  car¬ 
ried  their  point,  the  Union  Pacific— Southern  Pacific  system 
would  have  been  united  with  the  Northern  Pacific-Burlington 
system,  and  there  would  have  resulted  the  largest  railroad 

merger  which  had  yet  been  effected. 

The  majority  stockholders  of  the  Securities  Company 
refused  to  listen  to  this  proposition,  and  insisted  upon  carry¬ 
ing  out  their  original  plan  for  a  prorata  distribution.  The 
Harriman  interests  thereupon  resorted  to  the  courts,  and  com¬ 
menced  a  suit  to  compel  the  return  to  the  Union  Pacific  of  the 
whole  number  of  Northern  Pacific  shares  of  which  the  Union 

Pacific  had  been  the  owner  in  1901. 

The  contention  of  Harriman’s  attorneys  was  that  under 
the  Supreme  Court’s  decree  the  Northern  Securities  Company 
had  been  adjudged  to  be  not  a  purchaser  or  owner  of  the 
shares  deposited  but  simply  a  custodian;  that  inasmuch  as  it 
had  received  and  held  shares  of  the  Northern  Pacific  and  Great 
Northern  roads  contrary  to  law,  it  had  acquired  no  title  to 
them  and  consequently  possessed  no  right  to  transfer  any 
rights  in  respect  to  them.  “The  whole  transaction  was  illegal, 
ultra  vires,  and  void  from  the  beginning  to  the  end.  It  was 
argued  that  when  property  is  transferred  for  an  illegal  purpose 
which  has  been  terminated,  the  holder  must  return  the  property 
on  demand.  Counsel  for  the  Harriman  interests  also  pointed 
out  that  under  the  proposed  prorata  plan  of  distribution  no  real 

53  See  Harriman  v.  Northern  Securities  Company,  197  U-  S.  244,  25  S.  Ct.  493, 
49  L.  Ed.  739- 
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change  in  the  ownership  of  the  Great  Northern  and  Northern 
acific  would  result,  and  that  as  a  consequence  if  that  plan 
were  adopted,  the  effect  of  the  decision  of  the  United  States 
Supreme  Court  would  be  nullified.54 

A  complete  discussion  of  the  case  is  not  necessary  in  this  ' 

work.  The  suit  was  commenced  in  April,  1904,  and  on  July 

14,  1904,  the  United  States  Circuit  Court  issued  a  preliminary 

injunction  restraining  the  execution  of  the  prorata  plan  of 

istribution,  pending  the  final  settlement  of  the  suit  upon  its 

merits.  An  appeal  was  taken  from  the  injunctional  order,  and 

on  the  3rd  of  January,  1905,  the  Circuit  Court  of  Appeals 

reversed  the  order  of  the  lower  court  and  dissolved  the  injunc- 
tion.5e  J 

The  case  was  brought  before  the  United  States  Supreme 

m?nths  later  uP°n  a  writ  of  certiorari,  and  upon  the 
of  March,  1905,  a  decision  was  handed  down  which  not 
only  unanimously  upheld  the  decision  of  the  Circuit  Court  of 
ppeals,  reversing  the  order  granting  a  preliminary  injunction 
ut  in  addition  disposed  of  the  suit  upon  the  merits.56  The 
court  held  that  the  transaction  whereby  the  Northern  Securities 
ompany  acquired  the  Union  Pacific  holdings  of  Northern 
Pacific  stock  had  been  one  of  purchase  and  sale.  The  former 
ecree  had  not  declared  the  sale  void ;  it  had  merely  restrained 
the  holding  company’s  power  to  vote  and  to  collect  dividends, 
and  thereby  had  placed  a  premium  upon  a  dissolution  of  the 
o  ding  company.  Those  who  deposited  shares  of  Northern 
Pacific  and  Great  Northern  with  the  Northern  Securities  Com¬ 
pany  had  received  valuable  consideration  in  exchange.  Harri- 
man  and  his  associates  had  been  a  party  to  these  proceedings 
and  had  publicly  held  out  the  Northern  Securities  Company  as 
the  owner  of  shares  of  Great  Northern  and  Northern  Pacific. 
Many  third  parties  had  purchased  Northern  Securities  Com- 


u  Meyer,  p.  291. 

Northern  Securities  Company  v.  Harriman  iia  Fed  ,  ,T 
L.  Ed.  “39"’'“'“  Nor,,,ern  Securities  Company,  .97  U.'S.  244,  45  S.  Ct.  493,  49 
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pany  stock  upon  the  strength  of  this  assurance,  and  their 
equities,  said  the  court,  “were  too  plain  to  be  ignored.”  The 
delivery  of  the  Northern  stock  to  the  Union  Pacific  interests 
was  of  itself  declared  to  be  in  contravention  of  the  Sherman 
Law,  for  the  Northern  Pacific  and  the  Burlington  were  both 

competitors  of  the  Union  Pacific. 

Moreover,  the  Union  Pacific  could  not  obtain  Northern 
Pacific  common  stock  in  return  for  its  original  preferred 
stockholdings,  for  the  preferred  stock  had  been  retired  when 
the  convertible  debentures  had  been  issued  and  it  had  been 
asserted  by  the  Hill  party  that  their  original  intention  had 
been  to  retire  this  preferred  stock  without  affording  to  the 
preferred  stockholders  the  right  to  participate  in  any  new 
securities  that  might  be  issued  for  this  purpose.  Therefore 
the  new  stock  into  which  the  debentures  had  been  converted 
was  not,  in  the  language  of  the  court,  “the  natural  increase  of 
the  old  stock,  but  the  result  of  the  exercise  of  the  right  of 
subscription”57  which  had  been  expressly  denied  to  the  pre¬ 
ferred  stockholders.  The  court  decided  that  the  Union  Pacific 
interests  must  be  content  with  their  proportion  of  the  Securities 
Company’s  ratable  assets,  and  denied  to  them  the  right  to 
reclaim  the  specific  shares  with  which  they  had  parted.  The 
case  was  remanded  to  the  lower  court  with  instructions  to  dis¬ 
miss  the  suit. 

This  was  the  end  of  Harriman’s  attempt  to  control,  through 
the  Union  Pacific,  the  Northern  Pacific  and  the  Burlington. 
He  very  nearly  succeeded  in  accomplishing  his  purpose.  Ordi¬ 
narily  in  the  case  of  a  large  corporation  whose  stock  is 
widely  scattered  and  held  by  many  persons,  the  ownership  of 
about  30  per  cent  of  the  stock  is  sufficient  to  control.  The 
majority  stockholders  are  unorganized,  and  usually  either  do 
not  vote  at  all,  or  readily  deliver  their  proxies  to  the  men  who 
are  in  control.  Thirty  per  cent  of  a  company’s  stock  concen- 

67  Harriman  v.  Northern  Securities  Company ,  197  U.  S.  244*  298;  25  S.  Ct.  493, 
505;  49  L.  Ed.  739,  764- 
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trated  in  a  single  holding  will  insure  control  in  the  absence  of 
organized  opposition.58  Harriman  had,  through  the  Union 
Pacific,  at  one  time  been  the  possessor  of  an  outright  majority 
of  the  total  number  of  shares  of  the  stock  of  the  Northern 
Pacific  Railway  Company,  and  he  barely  lacked  a  majority  of 
the  company’s  common  shares,  of  which  he  held  slightly  less 
than  50  per  cent.  A  powerful  combination  of  opposing  capi¬ 
talists,.  aided  by  the  result  of  legal  proceedings,  prevented  the 
extension  of  the  Harriman-Union  Pacific  control  over  the 
Northern  Pacific  and  the  Burlington  roads. 

The  expansion  development  of  the  Union  Pacific  from  the 
time  of  the  reorganization  down  to  1905  has  now  been  out¬ 
lined.  I  he  period  was  marked  by  a  rapid  and  unprecedented 
increase  in  the  mileage  which  the  company  controlled.  Most 
of  the  auxiliary  lines  which  had  been  a  part  of  the  old  system, 
including  the  Oregon  Short  Line  and  the  Oregon  Railroad 
and  Navigation  Company,  were  acquired.  Early  in  1901  the 
Southern  Pacific  Company  was  added  to  the  Harriman  system. 
Later  in  the  same  year  an  attempt  was  made  to  control  the 
Northern  Pacific  and  the  Burlington ;  and,  while  the  Union 
Pacific  failed  to  get  absolute  control  of  these  companies,  it 
eventually  acquired  as  its  share  of  the  assets  of  the  Northern  • 
Securities  Company  a  considerable  minority  holding,  or  “com¬ 
munity  of  interest”  in  the  Great  Northern  and  Northern 
Pacific,  which  was  equal  to  about  one-fifth  of  the  capital  stock 
of  each  of  these  two  roads. 

Financial  Organization  of  Union  Pacific 

The  internal  history  of  the  reorganized  Union  Pacific  Rail¬ 
road  Company  must  now  be  considered.  The  question  natu¬ 
rally  arises  how  could  a  railroad  company  which  had  for  years 
had  more  or  less  difficulty  in  meeting  its  ordinary  obligations, 
and  which  had  barely  emerged  from  bankruptcy,  engage  in 
transactions  involving  millions  of  expenditure  for  the  purpose 


"  EvidenCe  bef0re  L  C  C*  Proc-  Spec.  Ex.,  p.  1244,  testimony  of  Kahn. 
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of  acquiring  large  stockholdings  in  other  railroads?  Where 
could  it  secure  the  credit  necessary  to  float  at  par  the  hundred 
millions  of  low-interest-bearing  convertible  bonds  by  means  of 
which  these  large  acquisitions  were  made ;  and  how  was  it  that 
a  railroad  which  had  been  driven  into  a  receivership  under  the 
burden  of  heavy  and  excessive  fixed  charges  could  afford  to 
assume  the  interest  upon  such  large  additional  bond  issue? 

In  the  first  place  the  road’s  fixed  charges  had  been  greatly 
reduced  by  the  reorganization.  The  annual  interest  upon  the 
authorized  issue  of  $100,000,000  of  first  mortgage  bonds  was 
but  $4,000,000,  while  the  interest  charges  of  the  old  company 
had  been  nearly  double  that  figure.  In  place  of  interest  upon 
bonds,  which  was  fixed,  had  been  substituted  dividends  upon 
stock,  which  were  contingent  upon  the  company  s  earnings. 
Moreover,  a  number  of  important  branches  were  unincum¬ 
bered  by  any  lien,  until  1901,  when  the  company  issued  its 
convertible  bonds.  The  Oregon  Short  Line  and  the  Oregon 
Railroad  and  Navigation  Company  had  been  acquired  by 
increasing  the  capital  stock  of  the  Union  Pacific,  instead  of 
by  the  more  familiar  method  of  issuing  collateral  trust  fixed- 
interest-bearing  bonds  secured  by  a  pledge  of  the  stock  which 
was  acquired,  or  by  mortgaging  assets  of  the  company.  These 
two  roads,  the  Short  Line  and  the  Navigation  Company,  had 
been  so  reorganized  that  both  were  self-sustaining,  while  at 
the  same  time  they  served  as  valuable  feeders  to  the  main  line. 
Other  branches  of  the  old  system  which  had  proved  too  heavy 
a  burden  to  be  offset  by  their  interchanged  traffic  were  no 

longer  a  part  of  the  new  system. 

In  the  next  place  the  plan  of  reorganization  of  the  Union 
Pacific  had  provided  the  company  with  a  working  capital. 
Not  all  of  the  new  securities  were  issued  at  the  time  of  the 
reorganization.  It  was  provided  by  the  terms  of  the  first 
mortgage  securing  the  $100,000,000  bond  issue,  that 
$5,000,000  of  these  bonds  should  be  retained  in  the  company  s 
treasury  and  issued  from  time  to  time  in  amounts  not  to  exceed 
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$1,500,000  annually,  the  proceeds  to  be  used  for  betterments. 

O  the  balance  of  $95  000,000  about  $90,000,000  of  the  first 

mortgage  bonds  were  issued  in  exchange  for  the  securities  of 

the  Union  Pacific  Railway.  About  $5,000,000  remained, 

therefore,  which  were  available  for  the  acquisition  of  branch 

lines.  Holders  of  the  common  stock  of  the  old  company  had 

been  required  to  pay  a  cash  assessment  of  $15  a  share,  or  over 

$9,000,00°  in  all.  A  bonus  of  $3  a  share  was  paid  by  each 

stockholder  of  the  Oregon  Short  Line  in  exchanging  Short 

me  shares  for  shares  of  new  Union  Pacific  stock.  The  new 

company  had  also  bought  up  certain  claims  against  the  old 

company  at  nominal  prices,  and  in  November,  1899,  it  received 

over  $5,250,000  as  its  share  of  the  remaining  assets  of  the  old 
company.69 


Increased  Earnings 

The  earnings  of  the  new  company  increased  rapidly  after 
the  reorganization.  The  lowest  net  earnings  of  the  old  com¬ 
pany  in  twenty  years  had  been  in  1894,  when  they  had 
amounted  to  slightly  over  $4,250,000.  The  following  two 
years,  1895  and  1896,  showed  gradual  but  comparatively  slight 
increases;  but  the  period  was  one  of  continual  business  depres¬ 
sion  which  operated  against  any  great  improvement  in  the 
road  s  earnings.  The  political  uncertainty,  due  largely  to  the 
Populist-Free  Silver  agitation,  delayed  the  return  of  pros¬ 
perity  until  after  the  election  of  McKinley  in  the  fall  of  1896. 
Business  improved  steadily  and  rapidly  after  1896.  Stimu- 
ated  by  a  protective  tariff,  and  freed  from  the  threatened  dan- 
ge.r.  0  ree  Silver,  a  period  of  national  prosperity  commenced 
which  was  reflected  in  the  earnings  of  the  Union  Pacific! 
For  the  first  six  months  of  1898  the  net  earnings  of  the  1  840 
miles  of  main  line  of  the  Union  Pacific  exceeded  $3,000,000, 
and  Were  at  the  rate  of  $6,250,000  a  year.60  Each  succeeding 


<i0nSJA®Uartierp  F’“r"aI  °f'ESr"°mte°Vofexxi0nppPasC,“Vnd  ItS  Financial  °P'r»- 

60  Annual  Report  for  1898,  p.  3.  ’  pp *  571 
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year  showed  a  steady  increase  in  mileage,  and  in  gross  and  net 
earnings.  The  new  company  took  possession  of  the  property 
in  February,  1898.  Less  than  a  year  thereafter  a  semiannual 
dividend  of  1 per  cent  was  declared  upon  the  preferred  stock, 
and  in  June,  1899,  the  preferred  semiannual  dividend  rate  was 
increased  to  its  maximum  of  2  per  cent,  or  four  per  cent  per 
annum.  After  dividends  upon  the  preferred  stock  had  been 
paid,  the  company  had,  for  the  fiscal  year  ending  June  30, 
1899,  a  surplus  of  nearly  $4,000,000. 61 

The  company’s  revenue  per  ton  per  mile  and  per  passenger 
per  mile  no  longer  declined  steadily,  as  had  been  the  case  before 
and  during  the  receivership.  It  is  true  that  during  the  last  few 
years  of  the  century  the  rates  actually  charged  on  traffic 
between  competitive  points  were  at  times  demoralized;  but 
the  steady  decline  in  rates  of  the  earlier  period  appears  to  have 
been  checked,  and  after  1901  rates  were  better  maintained  than 
at  any  time  in  the  previous  ten  years.62  The  average  rate  per 
ton  per  mile  is  by  no  means  an  infallible  basis  of  comparison; 
but  it  does  reflect  the  situation  fairly  well.  In  1896  the 
average  rate  had  been  9%oo  of  1  per  cent63  per  mile  while  in 
1901  it  was  1.3  cents  per  mile.64  The  class  and  commodity 
rates  which  appear  in  the  published  tariffs  show,  notwith¬ 
standing  occasional  fluctuations,  a  tendency  rather  to  advance 
than  to  decline,  toward  the  close  of  the  century. 

The  net  earnings  of  the  Union  Pacific  Railroad  proper, 
not  including  the  Oregon  Short  Line,  or  the  Oregon  Railroad 
and  Navigation  Company,  from  1898  to  1901  were:65 


Year  Ending 

Miles 

Gross 

Operating 

June  30 

Operated 

Earnings 

Expenses 

6  mos.  1898 

1,849.29 

$  7,670,579-30 

$  4,534,418.16 

1899 

2,848.38 

19,811,641.04 

11,412,167.80 

1900 

2,023.45 

23,046,90  7.33 

13,322,222.82 

1901 

3,010.85 

25,472,600.20 

15,222,383.56 

Net 

Earnings 
$  3,136,161.14 

8,399,473-24 

9,724,684.51 

10,250,216.64 


81  Annual  Report  for  1899,  p.  3. 

62  Interstate  Commerce  Commission  Publications,  Railways  in  the  United  States  in 
1902,  Pt.  II,  “A  Forty  Year  Review  of  Changes  in  Freight  Tariffs,”  p.  163. 

63  Annual  Report  for  1897. 

84  Proc.  Spec.  Ex.,  p.  4094,  testimony  of  Julius  Kruttschnitt. 

66  Annual  Reports. 
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Until  1901  these  earnings  were  subject  to  a  fixed  charge  of 
only  $4,000,000  a  year.  Aided  by  such  a  showing  and  by  the 
fact  that  it  was  represented  in  the  financial  world  by  the  bank¬ 
ing  house  of  Kuhn,  Loeb  and  Company,  the  Union  Pacific 
was  able  to  float  4  per  cent  bonds  at  par,  while  the  old  com¬ 
pany  had  been  compelled  to  pay  higher  rates  of  interest  on 
bonds  that  could  not  always  be  disposed  of  at  par. 

Physical  Improvements  and  Betterments 

A  most  important  factor  in  the  continued  prosperity  of  the 
Union  Pacific  was  the  fact  that  the  new  management  entered 
upon  the  policy  of  making  physical  improvements  and  better¬ 
ments  on  a  much  greater  scale  than  had  ever  been  done  before. 
That  the  road  might  reap  the  full  benefits  of  the  increasing 
national  prosperity,  and  at  the  same  time  be  fortified  against 
periods  of  possible  future  depression,  the  Harriman  manage¬ 
ment  appropriated  enormous  sums  for  new  equipment  and  for 
permanent  improvements  along  the  line.  Harriman  was  a 
skilful  stock  operator;  but  he  was  also  a  thoroughly  capable 
railroad  manager.  His  management  recognized  the  value  of 
investing  the  company  s  available  resources  in  money-saving 
improvements,  and  instead  of  dividing  all  the  company’s  sur¬ 
plus  earnings  among  the  stockholders,  these  earnings  were 
largely  put  into  the  property.  It  is  in  this  respect  that  the 
Harriman  management  of  the  Union  Pacific  stands  in  strong 
contrast  to  the  first  Gould  management  from  1873  to  1883. 
Gould  s  policy  of  paying  large  dividends  during  the  seventies 
and  early  eighties  was  to  a  great  extent  the  cause  of  the  later 
financial  distress  of  the  old  company.  Harriman  followed  a 
very  different  policy,  with  a  correspondingly  different  result. 
Although  the  company’s  earnings  rapidly  increased,  the  divi¬ 
dend  rate  remained  low.  A  semiannual  dividend  of  1^2  per 
cent  upon  the  common  stock  was  declared  at  the  close  of  the 
year  1899,  and  was  paid  the  following  April.  Before  the 
close  of  1900  the  dividend  rate  upon  the  common  stock  was 
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increased  to  4  per  cent  per  annum,66  but  at  this  relatively  low 
figure  it  remained  for  five  years.  After  the  payment  of  these 
dividends,  a  large  surplus  was  left  each  year,  which  was  avail¬ 
able  for  permanent  improvements.  In  addition  to  surplus 
earnings  there  were  to  be  applied  to  the  same  purpose,  under 
the  terms  of  the  first  mortgage  securing  the  $100,000,000 
bond  issue,  the  entire  proceeds  arising  from  the  sale  of  the 
company’s  lands. 

The  policy  of  making  extensive  physical  improvements  and 
betterments  commenced  as  soon  as  the  new  management  took 
charge.  The  old  company  had  maintained  the  property  fairly 
well  up  to  the  standards  of  the  earlier  period;  but  these  stand¬ 
ards  fall  far  short  of  the  advanced  standards  of  the  twentieth 
century.  The  Adams  management  had  made  many  improve¬ 
ments  in  the  property;  but  it  had  lacked  the  resources  which 
were  at  the  disposal  of  Harriman’s  engineers.  During  the 
financial  troubles  of  the  nineties  the  company  was  unable  to 
make  the  necessary  expenditures  to  keep  abreast  of  the  prog¬ 
ress  of  modern  railroad  engineering.  Although  the  phrase, 
“two  rusty  streaks  of  iron  upon  an  old  road-bed’’  does  not 
fairly  describe  the  property  in  1898,  many  changes  were  neces¬ 
sary  to  bring  the  road  up  to  the  highest  standards  of  a  first- 
class  modern  twentieth  century  railroad. 

Larger  and  heavier  locomotives  with  increased  hauling 
power,  larger  freight  cars,  and  more  modern  passenger  equip¬ 
ment  were  needed.  It  was  necessary  to  strengthen  and  improve 
the  road-bed  in  order  to  accommodate  the  heavier  rolling  stock. 
The  economical  handling  of  a  large  and  increasing  volume  of 
traffic  required  great  expenditures  for  the  purpose  of  eliminat¬ 
ing  curves  and  reducing  grades.  Nearly  $3,000,000  were  spent 
during  the  fiscal  year  ending  June  30,  1899,  m  such  improve¬ 
ments  as  new  and  heavier  steel  rails,  ties,  widening  embank¬ 
ments,  ballasting,  and  bridges.67  A  new  passenger  depot  wras 


68  Annual  Report  for  1900,  p.  3. 
87  Annual  Report  for  1899,  p.  7. 
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erected  at  Omaha,  and  new  stations  were  built  all  along  the 
line.  The  laying  of  heavier  rails  continued,  until  eventually 
the  entire  main  line  was  laid  with  90-pound  steel  rails.  The 
original  rails  laid  in  the  sixties  had  been  56-pound  iron  rails. 
Wooden  bridges  were  replaced  by  steel.  The  road-bed  was 
ballasted  with  Sherman  gravel,  and  at  the  present  time  it  is 
one  of  the  best  ballasted  and  easiest  riding  road-beds  in  the 
country. 

During  the  two  or  three  years  after  1898  important  changes 
of  line  were  made.  The  line  over  the  Black  Hills  between 
Cheyenne  and  Laramie  which  had  a  maximum  grade  of  90 
feet  to  the  mile,  was  relocated  at  a  very  heavy  expense.  A 
new  line  was  constructed  over  the  range  which  substituted  a 
43-f°ot  grade  for  a  90-foot  grade,  and  lowered  the  elevation 
of  the  summit  of  the  Evans  Pass  at  Sherman,  Wyoming,  from 
8,243  feet  to  8,011  feet  above  sea  level.68  In  the  construction 
of  this  line  the  great  trestle  at  Dale  Creek  was  done  away  with, 
and  a  fill  of  800,000  cubic  yards  across  the  valley  took  its 
place.  A  new  line  was  built  over  the  Wahsatch  Mountains, 
which  involved  the  construction  of  the  long  tunnel  known  as 
the  Aspen  tunnel.  By  the  construction  of  the  new  line  9 
miles  in  distance  were  saved,  a  great  deal  of  curvature  was 
eliminated,  and  a  dangerous  piece  of  track  was  avoided, 
“which,”  says  one  of  the  company’s  officials,  “had  been  prolific 
of  many  accidents.”69  In  Wyoming,  between  Laramie  and 
Rawlins,  changes  in  location  shortened  the  main  line  nearlv 
20  miles,  reduced  grades,  and  eliminated  curvatures.  Other 
changes  in  location  were  made  west  of  Rawlins,  which  resulted 
in  great  economies  in  operation.  A  new  line,  the  “Lane  cut¬ 
off,”  was  built  between  Omaha  and  Lane,  Nebraska.  This 
line  followed  to  some  extent  the  original  location  made  by  Dey 
in  1864,  and  avoided  the  circuitous  route  to  the  south,  so  that 
a  saving  of  10  miles  in  a  distance  of  22  was  effected.  In 


«f  pnnuaL  RepoIts;  Proc-  Spec.  Ex.,  p.  4298,  testimony  of  Parks. 
1  roc.  Spec.  Ex.,  p.  4298,  testimony  of  Parks. 
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addition  to  reducing  grades  and  eliminating  curves,  the  total 
distance  from  Council  Bluffs  to  Ogden  was  reduced  from 
1,038  miles  to  1,003  miles.70 

The  same  policy  was  followed  on  the  other  Harriman  lines. 
The  Union  Pacific  advanced  large  sums  to  the  Southern  Pacific 
for  the  improvement  of  the  Southern  Pacific  property.  In 
1904  these  sums  so  advanced  aggregated  $20,000,000. 71  The 
Southern  Pacific’s  earnings  were  large,  but  it  paid  no  divi¬ 
dends  during  the  five  years  from  1901  to  1906.  Its  surplus 
earnings  remaining  after  fixed  charges  were  paid  were  invested 
in  permanent  betterments  and  in  new  equipment.  The  most 
interesting  single  work  of  improvement  upon  the  Harriman 
system  is  on  the  Southern  Pacific  line  west  of  Ogden.  This 
improvement  is  what  is  known  as  the  Ogden-Lucin  cut-off, 
from  Ogden  west  across  Great  Salt  Lake  to  Lucin,  Utah.  The 
old  line  to  the  north  of  the  lake  was  not  only  roundabout,  but  it 
passed  over  the  steep  slopes  of  the  Promontory  Mountains. 
To  shorten  the  distance  and  avoid  the  grades  of  the  old  lines, 
a  new  line  was  constructed  from  Ogden  to  Lucin,  almost  in  an 
air-line.  Two  long  trestles  across  the  two  northern  arms  of 
Great  Salt  Lake  were  built.  One  of  these  trestles  is  10  miles, 
and  the  other  19  miles  in  length.  In  this  way  44  miles  in  a 
distance  of  144  miles  were  saved.  Other  extensive  improve¬ 
ments  were  made  upon  the  Southern  Pacific,  as  well  as  upon 
the  Oregon  Short  Line  and  the  Oregon  Railroad  and  Naviga¬ 
tion  Company. 

In  1905  the  management  began  the  installation  of  the  auto¬ 
matic  electric  block  signal  system.  At  the  present  time,  and 
for  some  years  past,  the  main  lines  of  the  combined  system  have 
been  so  protected.  Other  safety  devices  were  adopted.  Up 
to  the  beginning  of  the  present  year  (1923)  the  greater  part 
of  the  line  from  Omaha  to  Ogden  had  been  double-tracked. 

Between  1898  and  1903  over  $26,000,000  were  expended 


70  See  Annual  Reports. 

71  Annual  Report  for  1904,  p.  10. 
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in  improvements  upon  the  Union  Pacific  proper,  and  nearly 
$13,000,000  additional  were  expended  upon  the  Oregon  Short 
Line  and  Oregon  Railroad  and  Navigation  Company.72  Dur¬ 
ing  the  same  five  years,  the  combined  net  earnings  of  these 
three  roads  increased  nearly  100  per  cent,  or  from 
$r3, 051, 478.16  in  1898,  to  $22,327,972.87  in  1903.  The 
great  increase  in  the  net  earnings  since  1900  the  management 
attributed  principally  to  the  effect  which  these  extensive  im¬ 
provements  had  upon  the  operation  of  the  road.73  The  ton¬ 
nage  per  car  and  per  train  almost  doubled  between  1898  and 
1905.  The  average  hauling  capacity  of  each  locomotive  had 
increased  so  that  it  was  24.39  per  cent  greater  in  1905  than  it 
had  been  in  1898,  and  the  average  carrying  capacity  of  the 
freight  equipment  increased  by  13.84  per  cent  during  the  same 
seven  years.74  A  great  number  of  comparative  statistics 
appear  in  the  company’s  annual  reports  which  indicate  the 
marked  benefits  derived  from  the  expenditures  made  in  improv¬ 
ing  the  road’s  physical  condition. 

The  policy  of  investing  surplus  earnings  in  the  property 
rather  than  in  dividend  distributions  resulted  eventually  in 
bringing  to  the  stockholders  a  very  much  greater  return  than 
would  have  been  the  case  had  a  different  policy  been  pursued. 

he  management  might  have  acted  as  many  other  railroad 
managements  have.  Instead  of  following  the  course  which 
they  did  follow  they  might  have  sought  to  realize  as  large  an 
immediate  return  as  possible  out  of  the  road,  regardless  of  the 
effect  such  policy  might  have  upon  its  future  solvency,  or  upon 
the  community.  A  fair  estimate  of  the  Harriman  management 
must  recognize  that  in  this  respect  its  policy  was  wise  and 
efficient,  whatever  view  be  taken  in  regard  to  other  features 
of  his  unprecedentedly  large  railroad  operations. 

The  Pnncipal  developments  in  the  history  of  the  Union 


HISTORY  OF  THE  UNION  PACIFIC 


3°6 

Pacific  system  from  the  time  of  the  reorganization  substan¬ 
tially  down  to  1905  have  now  been  set  forth.  In  tracing  this 
development  the  chronological  sequence  of  events  has  been 
disregarded  at  times,  notwithstanding  the  fact  that  it  has  been 
adhered  to  so  far  as  it  seemed  practicable  to  do  so.  The  con¬ 
sideration  of  a  number  of  important  events  during  the  first 
half  of  the  decade  from  1900  to  1910  has  been  postponed  to 
the  following  chapter.  In  that  chapter  will  be  taken  up  the 
relations  between  the  Union  Pacific  and  the  Atchison,  Topeka 
and  Santa  Fe,  and  also  the  circumstances  attending  the  con¬ 
struction  of  the  new  Los  Angeles  and  Salt  Lake  line. 

During  the  period  from  1898  to  1905  the  Union  Pacific 
Railroad  Company  grew  to  be  one  of  the  strongest  and  most 
powerful  railroad  corporations  in  the  United  States.  It  had 
absorbed  much  of  the  railroad  mileage  of  the  west.  Harriman, 
its  president,  who  assumed  that  office  in  1904  upon  the  resigna¬ 
tion  of  Horace  A.  Burt,  had  become  the  dominant  figure  in 
the  American  railroad  world. 


CHAPTER  XII 


THE  HARRIMAN  SYSTEM 


Profits  from  the  Purchase  of  Northern  Pacific  Stock 

The  cost  to  the  Union  Pacific  of  the  781,080  shares  of 
Northern  Pacific  stock  which  had  been  purchased  in  1001 
when  Harr.man  attempted  to  add  that  road  to  his  system  had 
been  about  $88,000,000.  Under  formal  agreement  between 
e  Union  Pacific  and  its  subsidiary,  the  Oregon  Short  Line, 
his  Northern  Pacific  stock  had  in  May,  1901,  been  sold  to 
the  Oregon  Short  Line  for  the  sum  which  it  had  cost  the 
Union  Pacific,  $88,334,545.01,  so  that  title  to  these  shares  of 
Northern  Pacific  stock  was  vested  in  the  Short  Line  com¬ 
pany.  The  Oregon  Short  Line  paid  for  this  stock  by  issuing 
$61,000,000  of  purchase  money  certificates,  which  it  delivered 
to  the  Union  Pacific,  these  purchase  money  certificates  being 
approximately  equal  in  amount  to  the  amount  of  convertible 
onds  used  by  the  Union  Pacific  in  purchasing  the  Northern 
acific  stock.  In  addition  to  issuing  these  purchase  money 
certificates  the  Oregon  Short  Line  assumed  short-time  loans 
to  the  amount  of  $27,500,000,  which  had  been  incurred  bv 
the  Union  Pacific  in  purchasing  the  Northern  Pacific  stock 
and  which  represented  the  difference  between  the  $61,000,000 

of  convertible  bonds  and  the  total  cost  of  the  Northern  Pacific 
shares.1 


This  Northern  Pacific  stock  was  subsequently,  toward  the 
close  of  the  year  1901,  turned  into  the  Northern  Securities 
Company,  and  in  exchange  the  Oregon  Short  Line  received 
824,918.71  shares  of  Northern  Securities  Company  stock, 
and  a  cash  bonus  of  something  over  $8,75o,ooo.2  The  market 


^Evidence  before  I.  C.  C.,  Proc. 
complainant’s  exhibits  6 2  and  63 

a  Meyer,  History  of  the  Northern 


Spec.  Ex.,  p.  257,  testimony  of  William  Mahl, 
Securities  Case,  p.  241. 
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value  of  these  shares  of  Northern  Securities  Company  stock 
added  to  this  cash  bonus  exceeded  by  about  $1,250,000,  115 
per  cent  of  the  par  value  of  the  781,080  shares  of  Northern 
Pacific  stock  which  the  Oregon  Short  Line  surrendered  to  the 
Northern  Securities  Company;  so  that,  as  B.  H.  Meyer  points 
out,  the  ratio  established  as  a  basis  for  exchanging  shares  of 
Northern  Pacific  for  Northern  Securities  Company  stock  was 
for  some  reason  in  this  instance  violated.  The  effect  of  this 
transaction  had  been  to  reduce  to  the  Oregon  Short  Line  the 
net  cost  of  824,918.17  shares  of  Northern  Securities  Com¬ 
pany  stock  from  $88,334,545.01  to  $79, 459, 691. 36.8 

As  a  speculation  the  purchase  of  Northern  Pacific  stock 
resulted  very  profitably  to  the  Union  Pacific.  In  1905,  after 
the  failure  of  Harriman’s  second  attempt  to  get  control  of 
the  Northern  Pacific  and  the  Burlington,  the  Northern  Securi¬ 
ties  Company  stock  into  which  the  original  Northern  Pacific 
stock  had  been  converted  in  1901  was  in  turn  exchanged  for 
Northern  Pacific  and  Great  Northern  stock.  The  Oregon 
Short  Line  then  received  281,8 28.82  shares  af  Northern 
Pacific,  216,520.89  shares  of  Great  Northern,  and  7,249 
shares  of  Northern  Securities  Company  “stubs.”3 4 

Subsequently  the  Great  Northern  issued  some  new  pre¬ 
ferred  stock  to  which  existing  stockholders  were  permitted  to 
subscribe  at  par;  and  the  Oregon  Short  Line  acquired  under 
its  subscription  rights  37,444  shares,  par  value  $3,744,400, 
of  new  Great  Northern  stock.  Thus  the  total  cost  of  the 
Northern  Pacific  and  Great  Northern  shares  and  Northern 
Securities  Company  stubs  was  $83,204,091.36.  The  shares 
of  Northern  Pacific  and  Great  Northern  which  the  Oregon 
Short  Line  owned  had  no  value  for  purposes  of  control,  as 
the  number  of  shares  in  each  road  which  the  Oregon  Short 
Line  held  was  only  about  20  per  cent  of  the  total  number  of 
shares  outstanding.  They  had  value,  however,  as  an  invest- 

3  Evidence  before  I.  C.  C.,  Froc.  Spec.  Ex.,  p.  256,  testimony  of  Mahl,  com¬ 
plainant’s  exhibit  62. 

4  Ibid.,  p.  257;  Annual  Report,  1907,  p.  12. 
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ment,  aside  from  the  fact  that  they  represented  a  certain 
community  of  interest”  between  the  Union  Pacific  and  its 
two  Northern  competitors.  During  the  latter  part  of  1905 
and  the  early  part  of  1906  the  market  value  of  Great  North¬ 
ern  and  Northern  Pacific  became  very  high,  so  high  that  divi¬ 
dends  upon  the  stocks  of  these  two  companies  averaged  only 
about  2.79  per  cent  of  their  market  value.5  Under  these  cir¬ 
cumstances  the  management  of  the  Union  Pacific  concluded 
to  sell  its  holdings.  During  the  last  half  of  the  year  1906 
the  Union  Pacific,  or,  to  be  more  exact,  the  Oregon  Short 
Line,  disposed  of  a  large  amount  of  its  holdings,  at  an  aver¬ 
age  price  of  $304.41  a  share  for  Great  Northern,  and  $208  76 
a  share  for  Northern  Pacific.  These  stocks  were  sold 
through  Kuhn,  Loeb  and  Company,  and  the  fact  that  such 
very  large  sales  were  effected  without  depressing  the  stock 
market  is  cited  by  Mr.  Kahn  as  an  evidence  of  the  ability  and 
financial  skill  of  the  firm  of  which  he  was  a  member.5 

The  amounts  which  the  Union  Pacific  realized  out  of  its 
original  investment  in  Northern  Pacific  stock  are  as  follows  •' 


100,000  shares  of  Northern  Securities  Company  sold  before 

the  dissolution  of  that  company .  ^i6R8nmn/ifi 

163,600.89  shares  of  Great  Northern . .  . . . ]  [ ;  ] ] ;  ]  ]  '*% 

240,300.82  shares  of  Northern  Pacific .  50116^7  07 

.18  shares  of  Securities  Company  stubs .  ’  ’  ^ ^ 


In  addition,  the  Union  Pacific  had  acquired  by  virtue  of 
its  holdings  in  the  Great  Northern,  its  proportionate  share  of 
Great  Northern  ore  certificates.  Of  these  ore  certificates 
13,200  were  disposed  of  by  the  Union  Pacific,  and  $1,021,- 
789.63  received  for  them.  Thus  the  total  sum  realized  from 
the  sale  of  all  these  securities  amounted  to  $1 17,869,799.66, 
or  $34,665,708.30  in  excess  of  $83,204,091.36  which  the  total 
investment  had  cost  the  Oregon  Short  Line.  Moreover,  there 
remained  unsold  in  the  treasury  of  the  Oregon  Short  Line  on 


6  Annual  Report,  1907, 
•  Evidence  before  I.  C. 

7  Annual  Report,  1907, 


p.  12. 

C.,  Proc.  Spec.  Ex.,  p.  1235,  testimony  of  Kahn, 
p.  12. 
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June  29,  1907,  stocks  of  the  two  Northern  companies,  the 
Great  Northern  and  Northern  Pacific.  The  market  value  of 
these  stocks  still  remaining  on  hand  amounted  at  that  time  to 
about  $22,000,000.® 


Purchase  of  Stocks  of  Other  Railroads 

The  success  of  this  speculation  furnished  the  Union  Pacific 
with  large  additional  resources,  which  were  now  used  under 
the  direction  of  Harriman  in  purchasing  shares  of  stock  in 
other  railroads.  The  Interstate  Commerce  Commission  re¬ 
ported  in  1907: 

In  practically  all  the  great  transactions  of  this  company, 

Mr.  Harriman,  as  chairman  of  the  Executive  Committee,  acted 
upon  his  own  initiative,  and  his  acts  were  subsequently  ratified 
and  approved  by  the  Executive  Committee.  It  may  fairly  be 
said  therefore,  that  the  policies  and  purposes  of  the  Union 
Pacific  have  been  those  of  Mr.  Harriman.8 * 


Already  in  1904  the  Union  Pacific  had  purchased  103,431 
shares  of  4  per  cent  non-cumulative  preferred  stock  of  the 
Chicago  and  Alton  road.  These  shares,  which  represented 
about  one-third  of  that  company’s  total  outstanding  stock,  pre¬ 
ferred  and  common,  were  acquired  at  $86.50  a  share,  from  a 
syndicate  which  had  recently  purchased  and  reorganized  the 
road.10  In  the  fall  of  1904,  the  control  of  the  Alton  passed 
from  this  syndicate  to  the  Chicago,  Rock  Island  and  Pacific 
Company,  and  a  contract  for  the  joint  control  of  the  Alton 
was  made  between  individuals  representing  the  Union  Pacific, 
and  individuals  representing  the  Rock  Island,  under  which 
agreement  the  Union  Pacific  was  each  alternative  year  to 
have  a  majority  of  the  Alton  directors  and  the  Rock  Island 
a  minority,  and  each  other  alternative  year  the  Rock  Island 
was  to  have  a  majority  and  the  Union  Pacific  a  minority. 
This  arrangement  was  maintained  until  1907,  when  for  some 


8  Annual  Report,  1907,  p.  12. 

0  12  I.  C.  C.  Rep.,  320. 

10  The  members  of  this  syndicate  were  Harriman,  George  Gould,  Jacob 
James  Stillman. 
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reason  it  was  terminated.  The  Union  Pacific,  however,  still 
retained  its  shares  of  this  preferred  stock.11 

During  the  last  six  months  of  1906  the  enormous  sum 
realized  from  the  sale  of  Great  Northern  and  Northern  Pacific 
stock  was  reinvested  in  “high-class”  railroad  stocks,  which 
paid  annual  dividends  of  from  4  to  5  per  cent  upon  their  cost, 
and  also  gave  the  Union  Pacific,  as  a  large  stockholder,  an 
influential  voice  in  the  councils  of  these  other  lines.12  In 
addition  to  the  company’s  stock  interest  in  the  Chicago  and 
Alton,  the  Union  Pacific,  or  the  Oregon  Short  Line,  between 
June  30,  1906,  and  the  close  of  the  same  year,  acquired  the 
following  stockholdings  in  other  companies  :13 


Name  of  Road 

Atchison,  Topeka  and  Santa  F6 
Preferred  . 

Par  Value 
Amount 
Purchased 

Per  Cent 
of  Issue 

7.61 

Baltimore  and  Ohio 

Preferred  . 

Common  . 

21.23  ] 

Chicago,  Milwaukee  &  St.  Paul 

Common  . 

12.01  j 

Chicago  and  Northwestern 

Common  .... 

6.34 

Illinois  Central  .... 

3-32 

New  York  Central  and  Hudson  River. 
St.  Joseph  and  Grand  Island 

1  st  Preferred  . 

..  14,285,745 

29-59 

7-97 

2nd  Preferred  . 

16.95 

Common  . 

37-71 
6304  . 

Per  Cent 
of  Preferred 
and  Common 
Combined 

4.38 

18.63 

342 

2.58 

2959 

7- 97 

l 

37-37 


In  this  list  the  St.  Joseph  and  Grand  Island  road  appears. 
This  road  which  had  been  one  of  the  auxiliary  lines  of  the  old 
system,  again  came  within  the  control  of  the  Union  Pacific, 
although  it  continued  to  be  independently  operated.  It  had 
been  reorganized  and  was  now  paying  dividends.  Its  stock 
had  been  purchased  from  Harriman  at  a  cost  to  the  Union 
Pacific  of  a  little  over  $2,ooo,ooo.14 

^^Of^the  Illinois  Central  stock  which  was  acquired  by  the 

11  13  I.  C.  C.  Rep.,  344. 

Is  Pr°f'  T?x-’  P-  4722,  testimony  of  Kahn. 

W  T  r  r  dPm  336;  tesgmony  of  Mahl  before  I.  C.  C. 
to  disclose!'  P"  337‘  H°W  much  this  stock  had  C08t  h'm>  Harriman  refused 
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Union  Pacific,  186,231  shares  were  purchased  directly 
through  Kuhn,  Loeb  and  Company,  at  $175  a  share.16  The 
Railroad  Securities  Company,  a  corporation  controlled  by 
Harriman,  owned  the  other  95,000  shares.  The  Union  Pacific 
purchased  Harriman’s  stock  in  the  latter  company;  so  that 
including  the  Illinois  Central  shares  which  it  acquired  in  its 
own  name  and  the  shares  which  it  held  through  the  Railroad 
Securities  Company,  the  Union  Pacific  controlled  nearly  30 
per  cent  of  the  stock  of  the  Illinois  Central.18  The  Union 
Pacific  acquired,  therefore,  practically  a  dominating  influence 
in  this  road,  although  the  management  and  operations  of  these 
two  companies  were  not  united  as  in  the  case  of  the  Union 
Pacific  and  the  Southern  Pacific. 

Harriman  and  Stuyvesant  Fish,  the  president  of  the 
Illinois  Central,  did  not  agree  in  reference  to  the  management 
of  that  road.  One  consequence  of  Harriman’s  control  was 
the  forced  retirement,  in  1906,  of  Fish  from  the  presidency 
of  the  Illinois  Central  after  a  dispute  between  the  two  men 
which  received  national  notoriety. 

In  these  various  transactions  whereby  the  Union  Pacific 
purchased  millions  of  dollars  of  stock  of  other  railroad  com¬ 
panies,  with  the  result  that  it  extended  its  control  over  the 
Illinois  Central  and  the  St.  Joseph  and  Grand  Island,  and 
secured  an  influential  “community  of  interest”  representation 
in  such  important  companies  as  the  New  York  Central,  the 
Baltimore  and  Ohio,  and  the  Santa  Fe,  Harriman,  so  it  ap¬ 
pears  from  the  evidence  at  hand,  acted  entirely  on  his  own 
initiative. 

Manner  of  Financing  Stock  Purchases 

An  outline  of  the  effect  of  these  enormous  stock  transac¬ 
tions  upon  the  capitalization  of  the  Union  Pacific  is  necessary 
to  a  full  understanding  of  their  significance.  The  convertible 
bonds  issued  in  1901  had  furnished  the  greater  part  of  the 


ie  Evidence  before  I.  C.  C.,  Proc.  Spec.  Ex.,  p.  746,  testimony  of  E.  H.  Harriman. 
19  Evidence  before  I.  C.  C.,  testimony  of  William  Mahl. 
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resources  with  which  the  stocks  of  the  Northern  Pacific  and 
Southern  Pacific  had  been  purchased.  The  combined  cost  of 
the  Union  Pacific’s  acquisition  in  these  two  roads  did,  how¬ 
ever,  exceed  the  proceeds  of  this  bond  issue  by  over  $27,000,- 
000.  For  a  time  this  sum  was  carried  as  a  floating  debt ;  but 
m  July,  1902,  the  Oregon  Short  Line  authorized  an  issue  of 
$82,491,000  of  4  per  cent  and  participating  gold  bonds.” 

irty-one  millions  were  issued  at  once  and  five  millions  more 
were  issued  six  months  later.18 

P  T?6  bonds  WCre  SeCUred  by  a  Pled2e  the  Union 
aci  c  s  Northern  Securities  Company  stock,  ten  shares  being 

pledged  to  secure  each  bond  of  $1,000.  The  series  was  under¬ 
written,  as  usual,  through  Kuhn,  Loeb  and  Company,  and  was 
floated  at  90  cents  on  the  dollar.  Interest  was  to  be  at  4  per 
cent  per  annum,  but  if  the  collateral  underlying  these  bonds 
should  receive  greater  dividends  than  4  per  cent,  the  amount 
in  excess  of  4  per  cent  was  to  be  paid  to  holders  of  these  bonds. 

he  bonds  were  to  run  for  twenty-five  years,  and  be  redeem¬ 
able  at  the  company’s  option  at  any  time  before  maturity  at  a 
premium  of  2*  per  cent.  The  proceeds  of  this  issue  enabled 
the  Oregon  Short  Line  to  retire  a  very  considerable  portion  of 
.  a  large  gross  floating  debt,  which  had  been  incurred  not  only 
in  the  purchase  of  the  Northern  Pacific  stock,  but  also  through 
the  Union  Pacific’s  construction  advances  to  the  Southern 


The  financial  strength  of  the  Union  Pacific  was  now  ample 
and  it  found  no  difficulty  in  carrying  what  would  seem  at 
rst  glance  to  have  been  an  excessive  floating  debt.  Its  ad¬ 
vances  to  the  Southern  Pacific  were,  moreover,  real  assets. 
They  would  eventually  be  repaid,  and  in  the  meantime  bore 
interest.  Quotations  of  Union  Pacific  common  shares  ad¬ 
vanced^  steadily,  and  it  soon  became  desirable  for  holders  of 


17  Evidence  before  I.  C.  C.  Proc  Wp  tv  ~  A  . 

ant  s  exhibit  70  ;  p.  84,  correspondence  between  Kuhn  Voe'h  r  °f  c°mplain- 

Harnman,  complainant’s  exhibit  20  ueiween  -^uhn,  Loeb  and  Company  and  E.  H. 

16  Ibid.  ’ 

1#  Annual  Report  for  1903. 
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the  convertible  bonds  issued  in  1901  to  exercise  their  privilege 
of  converting  them  into  shares  of  common  stock.  As  the 
bonds  were  converted,  corresponding  amounts  of  the  collat¬ 
eral  securing  them  were  released.20 

By  1905  the  greater  part  of  the  convertible  bonds  had  been 
converted.  Early  in  the  same  year  the  Oregon  Short  Line 
authorized  the  issue  of  a  new  series  of  $100,000,000,  4  per 
cent  refunding  25-year  gold  bonds.21  Forty-five  millions  were 
sold  through  Kuhn,  Loeb  and  Company,  and  the  balance  re¬ 
tained  in  the  Union  Pacific  treasury.  This  series  was  secured 
by  a  pledge  of  as  much  of  the  Southern  Pacific  stock  as  was 
released  by  the  conversion  of  the  convertible  bonds,  and  also 
by  a  pledge  of  the  preferred  and  common  stock  of  the  Oregon 
Railroad  and  Navigation  Company,  and  by  a  pledge  of  5,000 
shares  of  Northern  Securities  Company  “stubs,”  of  which 
the  Oregon  Short  Line  was  the  owner.22  Part  of  the  proceeds 
of  this  new  bond  issue  was  used  by  the  Oregon  Short  Line 
to  retire  its  outstanding  “4  per  cent  and  participating”  bonds, 
and  part  was  used  in  subscribing  under  its  subscription  rights 
to  $18,000,000  of  a  new  issue  of  Southern  Pacific  7  per  cent 
preferred  stock.23  It  was  out  of  the  proceeds  of  this  stock 
that  the  Southern  Pacific  repaid  to  the  Union  Pacific  the  sums 
which  the  latter  company  had  advanced  to  aid  its  reconstruc- 
tional  work. 

The  authorized  capital  stock  of  the  Union  Pacific  at  the 
time  when  it  had  purchased  the  Southern  Pacific  had  amounted 
to  $196,178,700.  Of  this  amount  $100,000,000  were  pre¬ 
ferred,  and  $96,178,700  were  common.  At  the  time  of  reor¬ 
ganization  $61,000,000  of  common  stock  and  $75,000,000  of 
preferred  had  been  issued,  and  the  remainder,  both  preferred 
and  common,  had  been  issued  in  acquiring  the  Oregon  Short 
Line,  and  the  Oregon  Railroad  and  Navigation  Company. 

30  In  1907  the  entire  issue  of  $100,000,000  had  been  converted  into  stock.  (Annual 
Report  for  1907.) 

21  Annual  Report  for  1905. 

211  Evidence  before  I.  C.  C.,  Proc.  Spec.  Ex.,  p.  264,  testimony  of  Mahl,  com¬ 
plainant’s  exhibit  68. 

23  Annual  Report  for  1905. 
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After  the  convertible  4  per  cent  bonds  issued  in  1901  had  all 
been  retired  by  conversion,  the  common  stock  had  been  in¬ 
creased  by  $100,000,000.  Since  1901  the  funded  debt  out¬ 
standing  of  the  Union  Pacific  system  had  been  increased  by 
$45.ooo  000  when  a  corresponding  amount  of  Oregon  Short 
me  refunding  bonds  had  been  issued.  The  acquisition  by  the 
mon  Pacific  of  its  stock  interests  in  other  companies  had 
therefore  the  following  net  result  upon  the  entire  capitalization 
o  he  Union  Pacific  system  (not  including  the  stock  issued  to 

acquire  the  Oregon  Short  Line  and  the  Oregon  Railroad  and 
Navigation  Company)  : 

oZTs 4* 

.  45,ooo,ooo 


Total  increase  m  capital  obligations,  representing  stock  of  other 
railroads  owned  by  Union  Pacific 


.$145,000,000 


In  addition  the  Union  Pacific  Railroad  Company  in  Sep¬ 
tember,  1906,  gave  its  notes  to  Kuhn,  Loeb  and  Company  for 
|3t>, 393.432,  which  represented  a  part  of  the  cost  of  the 
altimore  and  Ohio  stock.  In  consequence  therefore  of  its 
stock  investment,  the  Union  Pacific  and  its  subsidiary,  the 
Oregon  Short  Line,  had  assumed  capital  and  floating  obliga¬ 
tions  which  together,  at  the  close  of  the  year  1906,  amounted 
in  round  numbers  to  about  $181, 000, 000. 24  While  this  figure 
is  necessarily  only  an  approximation,  it  indicates  with  sufficient 

accuracy,  the  net  cost  of  the  Union  Pacific’s  purchases  of  rail- 
road  stocks. 

Over  against  these  obligations,  the  company  was  the  owner 
o  stocks  the  cost  of  which  had  aggregated  over  $130,000,000, 
without  including  either  the  Southern  Pacific  stock,  or  the 
stock  of  the  Great  Northern  and  Northern  Pacific,  which  the 
mon  Pacific  still  owned.  The  shares  of  the  Southern  Pacific 
which  were  owned  by  the  Union  Pacific  had  a  market  value  of 
about  $50,000,000.  The  Great  Northern  and  Northern  Pacific 


34  It*  1.  C.  C.  Rep.,  333. 


316 


HISTORY  OF  THE  UNION  PACIFIC 


stock  in  the  Union  Pacific  treasury  in  the  early  spring  of  1907 
was  estimated  by  Harriman  to  be  worth  in  the  neighborhood 
of  $30, 000, 000. 25  As  a  partial  offset  of  what  appears  an 
enormous  floating  debt,  the  Union  Pacific  held  in  1907,  “de¬ 
mand  loans”  aggregating  $3,050,000.00,  and  $7,520,848.64  in 
cash;  while  for  the  fiscal  year  ending  June  30,  1907,  the  Union 
Pacific  had  a  surplus  over  fixed  charges  and  dividends  which 
amounted  to  $10, 687, 882. 85. 26 

As  railroad  securities  have  a  tendency  to  fluctuate  more  or 
less,  a  financial  policy  on  the  part  of  a  railroad  management  of 
issuing  stock  or  bonds  which  represent  investments  in  the 
stocks  of  other  railroads  may  be  open  to  serious  question,  as 
to  its  soundness,  aside  from  all  considerations  of  the  advisa¬ 
bility  or  inadvisability  of  maintaining  the  “freedom  of  com¬ 
petition,”  or  the  effect  which  such  stock  investments  may  have 
as  tending  to  “restrain  trade.”  In  1907  the  Interstate  Com¬ 
merce  Commission  reported,  in  regard  to  these  Union  Pacific 
acquisitions,  “it  therefore  adds  an  element  of  hazard  to  a 
railroad’s  capital  and  credit  to  have  its  funds  invested  in  the 
stocks  of  other  companies,  thereby  endangering  its  solvency 
and  its  ability  to  pay  reasonable  dividends  upon  its  own  capital 
stock.”27  However,  as  it  happened  in  the  case  of  the  Union 
Pacific,  these  stock  speculations  had  a  very  satisfactory  result 
from  the  standpoint  of  the  company  and  its  security-holders. 

Senator  Clark’s  Proposed  New  Railroad 

It  is  now  necessary  to  go  back  several  years  to  the  begin¬ 
ning  of  the  decade  from  1900  to  1910,  in  order  to  take  up  the 
history  of  the  construction  of  the  San  Pedro,  Los  Angeles  and 
Salt  Lake  Railroad,  or  as  it  is  now  known,  the  Los  Angeles, 
and  Salt  Lake  Railroad.  It  will  be  remembered  that  the  old 

26  Evidence  before  I.  C.  C.,  Proc.  Spec.  Ex.,  p.  748,  testimony  of  E.  H.  Harriman. 

24  Annual  Report  for  1907.  On  June  30,  1907,  there  were  outstanding  $69,050,220 

of  loans  and  bills  payable,  representing  the  cost  of  reconstructional  work,  and  of  stock 
acquisitions  in  other  lines.  “To  provide  funds  for  paying  off  current  liabilities,  for 
equipment  to  be  delivered,  for  improvements  and  construction  under  way,  and  for  other 
corporate  purposes,”  an  issue  of  new  convertible  bonds  not  exceeding  $75,000,000  was 
authorized  in  1907.  These  bonds  were  made  convertible  into  common  stock  at  175. 

27  12  I.  C.  C.  Rep.,  347. 
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Utah  Central  Railway  from  Ogden  to  Frisco,  Utah,  which 
had  been  built  in  the  seventies,  had  in  1889  been  included  in 
the  Oregon  Short  Line  and  Utah  Northern  consolidation. 
The  Adams  administration  had  at  one  time  contemplated  ex¬ 
tending  to  Los  Angeles  this  branch  of  the  Oregon  Short  Line 
and  Utah  Northern  Railway,  and  with  this  end  in  view,  the 
company  had  made  some  surveys  in  1889  and  1890.  A  right 
of  way  through  the  public  lands  was  secured  from  the  United 
States  Land  Office,  and  some  grading  had  been  done  in  a 
southwesterly  direction  from  Milford,  Utah,  a  station  near 
Frisco,  but  when  financial  difficulties  began  to  weigh  heavily 
upon  the  old  system,  toward  the  close  of  1890,  it  was  necessary 
to  abandon  construction  of  this  road. 

On  August  20,  1898,  a  group  of  western  capitalists  or¬ 
ganized,  under  the  laws  of  Utah,  a  corporation  known  as  the 
Utah  and  Pacific  Railroad  Company,  for  the  purpose  of  con¬ 
structing  a  railroad  from  Milford,  Utah,  to  the  Utah-Nevada 
state  line.28  Four  days  prior  to  the  incorporation  of  this  com¬ 
pany  the  incorporators  had  made  an  agreement  with  the 
Oregon  Short  Line  Railroad  Company  whereby  the  latter 
company  assigned  to  the  proposed  Utah  and  Pacific  Railroad 
Company  its  rights  in  the  Oregon  Short  Line  and  Utah  North¬ 
ern  Railway  grade  extending  southwesterly  from  Milford,  and 
also  agreed  to  sell  to  the  new  company  second-hand  rails  to  be 
used  in  the  construction  of  the  road.29  Under  this  contract 
the  Oregon  Short  Line  received  a  five-year  option  to  purchase 
the  Utah  and  Pacific  road,  at  prices  and  upon  terms  and  condi¬ 
tions  which  were  specified  in  the  contract.  The  Utah  and 
Pacific  Company  constructed  a  road  along  the  old  right  of 
way  of  the  Oregon  Short  Line  and  Utah  Northern  Railway 
from  Milford,  Utah,  to  Uvada,  a  station  on  the  Utah-Nevada 
state  line.  On  February  2,  1899,  the  Utah,  Nevada  and  Cali- 
forma  Railroad  Company  was  organized  under  the  laws  of  the 

cxhibTtC°3P8.  °f  artiClCS  °f  association  is  in  p™c.  Spec.  Ex.,  p.  4776,  defendant', 

29  Copy  of  agreement  is  in  Proc.  Spec.  Ex.,  p.  2436. 
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state  of  Nevada,  as  a  subsidiary  corporation  of  the  Oregon 
Short  Line,  for  the  purpose  of  continuing  the  Utah  and 
Pacific  line  from  Uvada  across  Nevada  toward  California;80 
but  this  projected  road  southwest  of  Uvada  was  not  built,  the 
work  being  indefinitely  postponed,  if  not  altogether  abandoned. 

Such  was  the  situation  in  the  winter  of  1900  to  1901. 
The  Oregon  Short  Line  owned  the  road  from  Salt  Lake  City 
to  Milford,  with  a  branch  to  Frisco;  the  Utah  and  Pacific 
Railroad  owned  the  link  from  Milford  to  Uvada,  subject  to 
the  option  which  the  Oregon  Short  Line  held;  while  the 
Oregon  Short  Line  controlled  a  moribund  company,  the  Utah, 
Nevada  and  California  Railroad,  which  had  been  organized 
to  continue  the  work  southwest  of  Uvada.  In  the  fall  of  1900, 
a  number  of  capitalists,  headed  by  Senator  William  A.  Clark 
of  Montana,  who  were  interested  in  a  local  California  line, 
the  Los  Angeles  Terminal  Railway,  announced  their  intention 
of  building  a  road  from  Los  Angeles  to  Salt  Lake  City.  The 
purpose  of  these  men  took  definite  shape  when  on  March  21, 
1901,  Senator  Clark  and  his  associates  filed  articles  incorpo¬ 
rating  under  the  laws  of  Utah  the  San  Pedro,  Los  Angeles  and 
Salt  Lake  Railroad  Company,  to  build  a  line  of  railroad  be¬ 
tween  Salt  Lake  City  and  Los  Angeles.31  It  was  the  declared 
intention  of  the  incorporators  that  this  road,  when  constructed, 
should  be  independent  of  any  other  company,  except  in  so  far 
as  it  might  have  occasion  to  enter  into  traffic  contracts  with  the 
Union  Pacific,  the  Denver  and  Rio  Grande,  or  any  other  of 
its  connections.32 

The  grading  done  by  the  Oregon  Short  Line  Company 
from  Uvada  southwest  had  been  apparently  abandoned.33  A 
portion  of  the  right  of  way  extending  from  Uvada,  on  the 
Utah-Nevada  state  line,  to  a  place  then  known  as  Clover 
Valley  Junction,  now  the  town  of  Caliente,  and  thence  to  a 

30  Copy  of  agreement  of  association  is  in  Proc.  Spec.  Ex.,  p.  4788,  defendant’s 
exhibit  240. 

81  Copy  of  articles  of  association  is  in  Proc.  Spec.  Ex.,  p.  3405,  complainant’s 
exhibit  203. 

32  Evidence  before  I.  C.  C.,  Proc.  Spec.  Ex.,  p.  607,  testimony  of  J.  Ross  Clark. 

33  Ibid.,  p.  606. 
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point  within  3  miles  of  the  town  of  Pioche,  Nevada,  had,  in 
1894,  been  exposed  for  sale  for  delinquent  taxes,  and  sold  to 
Lincoln  County,  Nevada.34  The  Clark  interests  had  in  the 
fall  of  1900,  several  months  prior  to  the  formal  organization 
of  the  San  Pedro,  Los  Angeles  and  Salt  Lake  Railroad,  ob¬ 
tained  control  of  an  already  existing  but  at  that  time  appar¬ 
ently  no  longer  active  corporation,  the  Utah  and  California 
Railway  Company.35  This  company  on  March  4,  1901,  pur¬ 
chased  the  tax  title  to  the  graded  right  of  way  extending 
across  the  desert  from  Uvada  to  Caliente,  and  thence  toward 
Pioche.  The  same  company  had  already,  some  years  pre¬ 
viously,  made  surveys  along  the  same  route,  and  had  asked 
that  its  maps  be  approved  by  the  Interior  Department,  but 
this  approval  was  never  obtained.37  On  April  19,  1901,  the 
Utah  and  California  Company  conveyed  and  quitclaimed  to 
the  San  Pedro  Company  its  rights  in  this  right  of  way.38  The 
Clark  people  also  commenced  a  survey  from  Caliente  south¬ 
west  through  a  canyon  known  as  the  Meadow  Valley  Wash. 
They  believed  that  the  old  right  of  way  of  the  Short  Line  had 
been  permanently  abandoned. 


Struggle  between  Clark  and  Harriman  Interests 

The  activity  of  this  projected  rival  line  at  once  attracted 
the  unfavorable  attention  of  the  Union  Pacific-Southern  Pa¬ 
cific  system.  The  Harriman  management  was  naturally  ill  dis¬ 
posed  to  see  the  construction  of  a  line  which  would  compete 
with  the  Southern  Pacific  for  the  business  between  Utah  and 
California,  and  one  which  might,  in  connection  with  the  Den¬ 
ver  and  Rio  Grande,  become  a  competitor  for  eastern  transcon¬ 
tinental  traffic.  The  Union  Pacific  interests  lost  no  time  in 
takmg  stePs  t0  Protect  themselves  from  the  competition  of  this 


36  mT-T  Spec'  Ex>-  p-.  32°9»  complainant’s  exhibit  173. 

86  ru  i"  P‘  4793’  testlm°ny  of  William  R.  Kelly. 

°  ibid.,  p.  4796. 

Tit  7  7  "TP"’  P'  3270  (c°Py  Findings  of  Fact,  Decision  of  Sem-pt-it-v  ^ 
Company)Vada  California  Railroad  Company  v.  Utah  and  California 

38  Ibid.,  p.  4793,  testimony  of  W.  R.  Kelly. 
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new  road.  Clark’s  purpose  had  been  announced  in  the  early 
fall  of  1900.89  After  it  had  become  a  matter  of  public 
notoriety  that  the  new  road  was  to  be  built,  the  Union  Pacific 
interests  obtained,  by  exercising  the  Oregon  Short  Line’s  option 
on  the  Utah  and  Pacific  road,  the  control  of  the  line  from 
Milford  to  Uvada,  and  openly  asserted  their  claim  to  the  right 
of  way  leading  southwest  of  Uvada.40  Litigation  soon  re¬ 
sulted,  early  in  1901,  between  the  Utah,  Nevada  and  California 
Railroad  Company  and  the  Utah  and  California  Railway  Com¬ 
pany,  the  object  of  the  Short  Line’s  subsidiary  being  to  pre¬ 
vent  the  San  Pedro  road  from  acquiring  the  right  of  way. 

The  40  miles  from  Uvada  to  Caliente,  as  well  as  the  branch 
from  Caliente  to  Pioche,  had  been  graded  by  the  old  Oregon 
Short  Line  and  Utah  Northern  Railway.  From  Caliente  south¬ 
west  through  the  Meadow  Valley  Wash  canyon  surveys  had 
been  made  by  this  company,  in  1889  and  1890,  and  maps  had 
been  filed,  but  no  further  work  had  been  done,  and  in  1900 
the  canyon  was  lying  unoccupied.41  Although  the  maps  of 
the  Utah  and  California  Company,  covering  the  already  graded 
part  of  the  route  from  Uvada  southwest,  had  never  been  ap¬ 
proved  by  the  Land  Office,  that  company  urged  their  accep¬ 
tance  on  the  ground  that,  as  the  right  of  way  had  been  aban¬ 
doned  by  the  Short  Line,  the  title  had  lapsed,  and  that  the  line 
was  therefore  open  to  occupancy  by  any  other  company  which 
should  desire  to  make  use  of  it.  The  dispute  between  the  Utah 
and  California  Company  and  the  Utah,  Nevada  and  California 
Company  over  the  portion  of  the  right  of  way  between  Uvada 
and  Caliente,  being  the  already  graded  part  of  the  road,  came 
before  the  United  States  Land  Office  at  Carson  City,  and  was 
decided  in  favor  of  the  Clark  interests.42  The  question  was, 
however,  appealed  to  the  Secretary  of  the  Interior,  who  re¬ 
versed  the  decision  of  the  Land  Office  and  decided  in  favor  of 

39  Salt  Lake  Tribune,  Sept.  17,  1900. 

40  Proc.  Spec.  Ex.,  p.  2433,  testimony  of  David  Eccles. 

41  Ibid. ,  p.  3236,  testimony  of  Charles  Whittemore;  evidence  before  I.  C.  C.,  Proc. 
Spec.  Ex.,  p.  682,  testimony  of  T.  E.  Gibbon. 

42  Proc.  Spec.  Ex.,  p.  3267,  copy  of  decision  of  Land  Office. 
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the  validity  of  the  claim  of  the  Oregon  Short  Line’s  subsidiary, 
the  Utah,  ^Nevada  and  California  Company,  to  this  part  of 
the  route.43  The  Harriman  interests,  represented  by  the 
Oregon  Short  Line,  also  contended  that  Clark’s  company,  the 
Utah  and  California,  was  without  legal  power  under  its  charter, 
to  acquire  a  right  of  way  for  the  construction  of  a  railroad 
in  the  state  of  Nevada,44  and  claimed  therefore  that  the  pur¬ 
chase  by  that  company  of  tax  titles  to  the  disputed  grade  was 

invalid.  The  validity  of  the  tax  titles  was  also  attacked  on 
the  ground  of  fraud. 

The  decision  of  the  Secretary  of  the  Interior  upholding  the 
claim  of  the  Utah,  Nevada  and  California  Company  was 
rendered  on  April  24,  1901 ;  but  the  rights  which  the  Clark 
people  claimed  under  their  tax  title  remained  undecided.  This 
question^  was  put  in  litigation  in  one  of  the  state  courts  of 
Nevada.43  In  the  meantime  both  parties  had  their  construc¬ 
tion  gangs  in  the  field.  The  Oregon  Short  Line  forces  went 
right  ahead  laying  their  track  on  the  graded  line  southwest 
of  Uvada,  while  the  Clark  people  did  what  they  could  to  hinder 
them  m  their  work  by  setting  up  upon  the  grade  barricades 
of  various  sorts,  such  as  stumps,  logs,  and  barbed  wire  fences.43 
The  Oregon  Short  Line  advanced  notwithstanding,  until  its 
tracks  were  laid  as  far  as  Caliente,  at  the  entrance  of  the  canyon 
of  the  Meadow  Valley  Wash.47  This  canyon  appears  to  have 
been  a  “strategic  position.”  While  it  was  possible  to  build 
a  road  through  to  California  without  passing  through  it,  it 
appears  that  it  was  not  practicable  to  do  so.  No  grading’  or 
any  other  work  had  been  done  in  this  canyon  by  the  old  Oregon 
Short  Line  and  Utah  Northern  Company,  except  to  make  a 
survey  through  it,  and  the  prior  right  of  way  would  belong 
to  the  party  which  should  first  file  its  map  with  the  land  office. 


*1  'piiLi • P'  3269 3  c?py  of  decision  of  Secretary  of  Interior 

:ani  Calif ornirRauJay'clLpiny'f^yoaV^  California  Railroad  Company  „.  Utah 

repr“edro'? Spec  ir0Eu  >v?» t&r,v£rct of  NcvadI' 

4«  bpeC  4799.  testimony  of  W.  R.  Kelly.  '  5 

47£vidMce3be£ore”!^°nc.°  P^^Spec^iaf’  °f  ?h4rles  D‘  Moorc- 

’  x-roc.  spec,  tbx.,  p.  682,  testimony  of  T.  E.  Gibbon. 
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The  San  Pedro  people  had  been  first  on  the  ground,  and  had 
already  commenced  a  survey  through  the  canyon  in  the  spring 
of  1901 ;  but  before  their  survey  had  progressed  very  far  their 
surveying  party  was  met  and  overtaken  by  surveyors  of  the 
Oregon  Short  Line,  who  completed  their  work  ahead  of  the 
San  Pedro  surveyors.48  This  survey  of  the  Oregon  Short  Line 
seems  to  have  been  made  with  astonishing  rapidity,  and  there 
was  some  question  as  to  whether  or  not  it  was  bona  fide;  but 
the  Oregon  Short  Line  people  subsequently  explained  their 
ability  to  proceed  so  rapidly  by  the  fact  that  they  were  follow¬ 
ing  their  old  surveys  and  field  notes  which  had  been  made  in 
1890.  Their  map  was  filed  first,  the  Clark  people  immediately 
protesting  against  its  acceptance.49  In  the  meantime  trouble 
arose  between  the  two  construction  forces  in  the  field.  Some 
shooting  is  said  to  have  occurred,  but  it  seems  no  one  was 
injured.  The  San  Pedro  people  erected  barricades  at  the 
head  of  the  canyon,  to  prevent  the  Oregon  Short  Line  con¬ 
struction  forces  from  advancing  south  of  Caliente;  while  at 
the  same  time  San  Pedro  gangs  were  at  work  farther  down 
the  canyon.60 

A  large  amount  of  litigation  in  both  the  federal  and  state 
courts  resulted  from  the  attempt  of  each  of  these  two  rival 
roads  to  secure  the  right  of  way.  On  April  27,  1901,  the 
federal  circuit  court  had  issued  an  injunction  restraining  the 
San  Pedro  company  from  hindering  the  construction  of  the 
Oregon  Short  Line  between  Uvada  and  Caliente,61  and  in 
August  of  the  same  year  the  Clark  people  obtained  an  injunc¬ 
tion  from  the  same  court,  restraining  their  opponents  from 
entering  upon  the  right  of  way  of  the  San  Pedro  road  south 
of  Caliente,  pending  the  settlement  of  the  disputed  title  to  the 
right  of  way  through  the  canyon.62  This  question  of  title  was, 

43  Proc.  Spec.  Ex.,  pp.  3262,  3263,  testimony  of  Charles  Whittemore. 

48  Ibid. 

60  Evidence  before  I.  C.  C.,  Proc.  Spec.  Ex.,  p.  683,  testimony  of  Gibbon;  Proc. 
Spec.  Ex.,  p.  2582,  testimony  of  Charles  D.  Moore. 

61  Utah,  Nevada  and  California  Railroad  Company  v.  Utah  and  California  Railway 
Company,  no  Fed.  879;  Proc.  Spec.  Ex.,  p.  3231,  complainant’s  exhibit  175A. 

62  Proc.  Spec.  Ex.,  p.  3233,  complainant’s  exhibit  175C. 
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however,  never  determined,  for  eventually  negotiations  opened 
between  the  counsel  for  the  opposing  parties,  which  resulted 
in  an  agreement  for  a  joint  survey  of  two  parallel  lines  through 
the  canyon,  which  were  to  be  so  located  that  neither  line  would 
cross  the  other.  A  stipulation  to  this  effect  was  drawn  up  in 
September,  1901. 63 


Completion  of  the  Salt  Lake  Line 


This  joint  survey  was  undertaken,  but  the  arrangement  was 
mutually  unsatisfactory.  The  compromise  contemplated  the 
construction  of  two  parallel  routes  from  Salt  Lake  City  to 
Los  Angeles.  The  construction  of  two  lines  through  the  can¬ 
yon  so  that  they  would  not  cross  and  recross  one  another  would 
have  added  greatly  to  the  cost  of  each.  While  the  San  Pedro 
Company  had  not  succeeded  in  acquiring  the  already  con¬ 
structed  grade  from  Caliente  to  Uvada,  or  the  grade  from 
Cahente  to  Pioche,  which  offered  an  alternative  route  for  a 
through  line,  there  was  of  course  nothing  to  prevent  it  from 
building  through  from  Los  Angeles  to  Salt  Lake  City ;  but  the 
possession  of  the  grade  from  Caliente  north  would  have  been 
of  great  value  to  the  Clark  interests,  if  their  original  plan  was 
to  be  carried  out.64  For  the  construction  of  two  parallel  lines 
between  Salt  Lake  City  and  Los  Angeles  there  was  no  economic 
justification.  Throughout  the  greater  part  of  the  distance, 
the  country  along  the  line  is  an  uninhabited  desert,  which  could 
hardly  furnish  enough  local  traffic  to  sustain  even  one  road. 
A  railway  between  these  two  cities  would  not  be  likely  to 
succeed  unless  it  were  operated  harmoniously  with  its  connec¬ 
tions  at  each  end.  With  the  Southern  Pacific  in  substantial 
control  of  the  situation  in  California,  and  the  Union  Pacific 
in  substantial  control  of  the  situation  from  Utah  east,  a  road 
competing  with  a  line  owned  by  the  Harriman  interests ’was  not 
likely  to  prove  a  good  financial  venture.  Senator  Clark  and 


For  &cPrs£c .*£,  EpX-'X,  684’  ,es,im0ny  °f  T-  E-  G»bon. 

uroc.  bpec.  Ex.,  p.  2575,  testimony  of  Thomas’  Kearns. 
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his  associates  finally  realized  the  hopelessness  of  carrying  on 
a  successful  fight  against  the  Harriman  roads  and  entered  into 
negotiations  to  obtain  better  terms.55 

Conferences  were  held  frequently  during  the  winter  of  1901 
and  1902  between  the  representatives  of  both  sides,  and,  after 
much  negotiation,  a  contract  was  finally  agreed  to  between  the 
parties.  By  the  terms  of  this  contract,  which  was  dated  July 
7,  1902,  the  Harriman  interests  were  to  receive  an  undivided 
one-half  interest  in  the  San  Pedro  road,  while  the  Oregon 
Short  Line  agreed  to  convey  to  the  San  Pedro  Company  all 
its  lines  which  extended  south  of  Salt  Lake  City.56  Under 
a  subsequent  contract  which  bore  the  date  of  June  7,  1903, 
between  Harriman,  Clark,  and  the  Farmers’  Loan  and  Trust 
Company  of  New  York,  the  trust  company  was  to  hold  the 
stock  of  the  San  Pedro  Company  as  trustee.  Clark,  as  trustee, 
and  Harriman,  as  trustee,  each  were  to  receive  from  the  trust 
company  certificates  of  interest  for  their  respective  sharehold¬ 
ings,  and  these  two  men  were  to  select  the  board  of  directors ; 
but  if  they  failed  to  agree,  each  was  to  nominate  one-half  of 
the  board.57  Under  the  joint  control  thus  established  by  these 
contracts,  the  construction  of  the  new  line  proceeded  without 
further  interruption,  and  in  the  spring  of  1905  the  San  Pedro, 
Los  Angeles  and  Salt  Lake  Railroad  was  opened  for  business. 

Senator  Clark’s  attempt  to  build  an  independent  line  be¬ 
tween  Los  Angeles  and  Salt  Lake  City  ended  therefore  in  a 
combination  of  his  road  with  the  Harriman  system.  The  same 
man  who  became  the  first  vice-president  of  the  San  Pedro 
Company,  W.  H.  Bancroft  of  Salt  Lake  City,  was  also  the 
general  manager  of  the  Oregon  Short  Line  system  and  of  the 
Union  Pacific  lines  east  from  Ogden  to  Green  River,  and  of 
the  Southern  Pacific  lines  west  from  Ogden  to  Sparks,  Ne- 

55  P roc.  Spec.  Ex.,  p.  2575;  also  p.  4805,  testimony  of  Kelly. 

58  Ibid.,  p.  86,  complainant’s  exhibit  30. 

57  Ibid.,  p.  109,  complainant’s  exhibit  31.  The  total  stock  issue  of  the  San  Pedro 
Company  was  $25,000,000,  of  which  one-half  now  belonged  to  the  Oregon  Short  Line 
and  the  other  half  to  Clark  and  his  associates,  except  the  qualifying  shares  issued  to 
the  directors. 
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vada.'»  The  significance  of  the  history  of  the  construction 
of  this  new  lme  is  apparent.  The  dispute  between  the  Clark 
and  Harriman  interests  over  the  grade  between  Uvada  and 
Cahente  involved  delicate  questions  of  law,  into  the  details  of 
which  it  would  not  be  profitable  to  enter  in  this  work  But 
whatever  may  have  been  the  legal  rights  of  the  Oregon  Short 
Line  to  the  grade  south  of  Uvada,  the  Union  Pacific  system 
made  no  move  toward  the  construction  of  a  line  along  that 
route  through  to  California  until  after  September,  1900,  when 
Senator  Clark  s  intentions  had  become  generally  known  To 
prevent  this  rival  interest  from  invading  its  monopoly  of  the 
rafific  between  Utah  and  California,  the  Union  Pacific-South¬ 
ern  acific  system  adopted  a  course  which  finally  compelled  the 
San  Pedro  Company,  if  it  wished  to  escape  failure  as  a  busi¬ 
ness  enterprise,  to  amalgamate  with  the  Union  Pacific. 


Relations  with  the  Santa  Fe 


g  at  a  maP  of  western  railroads  as  they  existed  in 
the  first  half  of  the  decade  from  1900  to  1910  will  show  that 
while  traffic  might  have  been  routed  over  any  one  of  several 
lines  east  of  the  meridian  of  Denver,  there  was  no  way  in 
which  it  might  be  shipped  by  rail  to  California  without  passing 
or  at  least  some  part  of  the  distance  over  the  Harriman  sys¬ 
tem,  or  the  Atchison,  Topeka  and  Santa  Fe  system.  Of  the 
three  overland  transcontinental  routes  to  California  those  via 
Ogden,  via  Albuquerque,  and  via  El  Paso,  the  Union  Pacific- 
Southern  Pacific  system  controlled  two,  the  routes  via  Ogden 
and  via  El  Paso.  The  same  system  controlled  the  only  all-rail 
route  from  Portland,  on  the  north,  and  also  the  regular  water 
mes  from  Portland  to  California  and  from  Panama  to  Cali¬ 
fornia.  The  water  route  of  the  American-Hawaiian  line  from 
the  east  to  California  via  the  Isthmus  of  Tehuantepec  was 
not  a  part  of  the  Harriman  system,  nor  was  the  only  other 
transcontinental  rail  route  to  California,  the  Atchison  Topeka 


68  Evidence  before  I.  C.  C.f  Proc. 
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and  Santa  Fe.  This  Santa  Fe  road  had  the  facilities  and  was 
able  to  offer  to  shippers  and  travelers  a  high  quality  of  service 
which  enabled  it  to  compete  successfully  with  the  Harriman 
lines  for  the  traffic,  both  freight  and  passenger,  of  both  north¬ 
ern  and  southern  California. 

The  Santa  Fe  Company  in  1901  purchased  the  Santa  Fe, 
Prescott  and  Phoenix  Railway,  which  extended  from  Ash 
Fork,  Arizona,  to  Phoenix,  Arizona.  The  president  of  this 
company,  Frank  L.  Murphy,  of  Arizona,  was  retained  in 
office  after  the  Santa  Fe  system  bought  the  line.  At  the  time 
the  purchase  was  made,  Murphy  had  been  interested  in  a  project 
to  build  a  new  railroad  southeast  from  Phoenix  to  Benson, 
Arizona,  a  point  on  the  Sunset  Route  of  the  Southern  Pacific.69 
Although  this  Mr.  Murphy,  who  was  characterized  by  Victor 
Morawetz  of  the  Santa  Fe  Company  as  an  enthusiastic  son 
of  Arizona,”60  was  very  eager  to  have  this  road  built,  and 
although  he  firmly  believed  that  it  would  prove  a  financial 
success,  his  suggestion,  it  appears,  did  not  commend  itself 
strongly  as  a  financial  proposition  to  the  Santa  Fe  management. 
At  Murphy’s  urgent  insistence,  however,  the  Santa  Fe  Com¬ 
pany  finally  concluded  to  build  the  road  from  Phoenix  east 
for  about  96  miles  to  a  place  in  Arizona  called  Dudleyville,  but 
to  defer  for  a  time  the  construction  of  the  remaining  portion 
of  the  line  from  that  place  to  Benson.61  The  route  of  the  line 
from  Phoenix  to  Dudleyville  is  somewhat  to  the  south  of  the 
recently  completed  Roosevelt  Dam,  by  means  of  which  a  large 
area  of  Arizona  had  been  reclaimed  for  agricultural  purposes. 
Work  on  this  new  line,  which  was  known  as  the  Phoenix  and 
Eastern,  was  commenced  early  in  1902,  and  the  road  was  com¬ 
pleted  to  Dudleyville  by  the  fall  of  1904.62 

While  the  Santa  Fe  interests,  as  it  appears  from  the  evi¬ 
dence,  were  not  enthusiastic  about  the  possibilities  of  this 

69  Proc.  Spec.  Ex.,  p.  1133,  testimony  of  Victor  Morawetz. 

90  Ibid.,  p.  1139,  testimony  of  Morawetz. 

01  Ibid.,  pp.  1133  ff.,  testimony  of  Morawetz. 

62  Ibid.,  p.  1020,  testimony  of  Frank  L.  Murphy. 
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ranch,  or  eager  to  continue  with  its  extension  to  Benson,  its 
construction  was  not  looked  upon  with  favor  by  the  Southern 
Pacific.  As  a  local  road  the  Southern  Pacific  regarded  it  as 
an  invasion  of  its  territory,  while  if  it  should  be  extended  to 
Benson,  competitive  conditions  would  result  with  respect  to 
through  business.  From  Benson  east  to  El  Paso  the  El  Paso 
and  Southwestern  system,  an  independent  road,  parallels  the 
Southern  Pacific,  and  east  of  El  Paso  the  El  Paso  and  South¬ 
western  had  an  outlet  over  the  tracks  of  the  Rock  Island  sys¬ 
tem  and  of  the  Texas  and  Pacific  road,  the  last  two  named 
roads  being  competitors  of  the  Southern  Pacific  lines  east  of 
El  Paso.  West  of  Phoenix,  the  Santa  Fe  in  or  about  100, 
commenced  to  build  a  cut-off,  which  has  since  been  completed 
from  Phoenix  to  a  station  on  the  main  line  of  the  Santa  F6 
named  Bengal,  somewhat  west  of  the  boundary  between  Ari¬ 
zona  and  California.63  The  El  Paso  and  Southwestern  was 
willing  and  anxious  to  enter  into  a  traffic  agreement  with  the 
proposed  Phoenix  and  Eastern  line  to  Benson,  and  if  the  link 
from  Dudleyville  to  Benson  should  be  built  by  the  Santa  Fe 
the  route  via  the  El  Paso  and  Southwestern  to  Benson,  and 
t  ence  via  the  Santa  Fe’s  Phoenix  and  Eastern  line  to  Phoenix 
and  from  Phoenix  to  California  over  the  Santa  Fe’s  new  cut¬ 
off,  would  offer  a  new  transcontinental  line  which  threatened 

to  become  a  competitor  of  the  Southern  Pacific’s  Sunset 
Route.64 


About  the  same  time,  in  1902  or  1903,  the  Harriman  in¬ 
terests  were  seeking  to  extend  their  control  over  some  local 
lines  in  northern  California.  In  1902  the  Southern  Pacific 
purchased  the  stock  of  the  California  and  Northwestern  Rail¬ 
road,  a  system  which  extended  for  about  t5o  miles  northwest 
of  San  Francisco.  In  the  same  year  the  Santa  Fe  bought  the 
EeNRiver  and  Eureka  Railroad,  which  included  a  system  of 


63  Ibid., 
”7i-94. 

64  Proc. 
Murphy. 
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several  short  branches,  all  radiating  east  or  southeast  from 
the  town  of  Eureka,  in  Humboldt  County,  California,  into 
a  heavily  timbered  region.  Between  these  two  systems,  the 
one  controlled  by  the  Santa  Fe  and  the  other  controlled  by  the 
Southern  Pacific,  there  was  a  gap  of  some  40  or  50  miles. 
Each  company  was  making  surveys  and  planning  to  build  into 
the  territory  of  the  other,  the  Southern  Pacific  seeking  access 
to  the  redwood  forests  in  the  north,  and  the  Santa  Fe  desiring 
a  rail  connection  with  San  Francisco.65  Railroad  construction 
and  operation  in  this  region  is  expensive,  as  the  country  is  dif¬ 
ficult  in  character,  and  the  construction  of  two  parallel  lines 
from  San  Francisco  to  Eureka  might  be  an  unprofitable  in¬ 
vestment  for  both  roads. 

About  1902  or  1903  negotiations  commenced  between  the 
Santa  Fe  and  the  Southern  Pacific  for  the  settlement  of  the 
differences  between  the  two  companies  over  the  situation  in 
Arizona  and  in  northern  California.  Harriman,  it  seems, 
resented  keenly  the  Phoenix  and  Eastern’s  invasion  of  the 
Southern  Pacific’s  territory,  and  in  order  to  forestall  its  poten¬ 
tial  competition  as  part  of  a  through  line  from  El  Paso  to 
California,  he  attempted  to  buy  it  for  the  Southern  Pacific.66 
The  Santa  Fe  people,  while  apparently  willing  enough  to  sell 
this  branch,  insisted  that  a  settlement  of  the  more  important 
northern  California  situation  be  made  at  the  same  time.  As 
a  condition  precedent  to  selling  the  Phoenix  and  Eastern,  the 
Santa  Fe  demanded  an  equal  half-interest  in  the  proposed 
through  line  from  San  Francisco  to  the  forests  in  northern 
California,  near  Eureka.67 

Harriman  was  unwilling  to  accord  the  Santa  Fe  people  the 
interest  they  demanded  in  the  California  road.  While  the 
dispute  was  going  on,  the  Santa  Fe,  perhaps  as  a  measure 
of  compulsion,  projected  an  extension  of  the  Phoenix  and 

65  P roc.  Spec.  Ex.,  p.  1134,  testimony  of  Morawetz;  evidence  before  I.  C.  C., 
Proc.  Spec.  Ex.,  p.  525,  testimony  of  A.  H.  Payson. 

M  Proc.  Spec.  Ex.,  p.  1134,  testimony  of  Morawetz. 
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Eastern  line  from  Dudleyville  east  through  the  canyon  of  the 

£1%  V°,  f ng’  NeW  MeXk0-  3  P°int  on  the  Southern 

acific,  and  also  the  terminus  of  a  branch  of  the  Santa  Fe  68 
It  is  probable  that  the  Santa  Fe  did  not  intend  to  construct 
is  line  immediately,69  but  its  activity  in  making  surveys  along 

PadfiT^A  7  ,G,'la  RlVCr  W3S  distUrbinS  to  the  Southern 
acific.  A  through  line  from  Deming  to  Phoenix  via  the  Gila 

Canyon  would  give  the  Santa  Fe  an  alternative  low-grade 

tZ7  rT  fr°m  E1  PaS°  t0  Ph0enix  and  from  Ph°enix 
to  California,  which  might  divert  to  the  Santa  Fe  a  large 

amount  of  business  from  the  Southern  Pacific  main  line  west 
°  E  PaS0'  forestall  any  such  situation,  a  subsidiary  of 
ou  ern  Pacific  Company,  the  Arizona  and  Eastern  Rail¬ 
road  projected  a  road  from  the  Southern  Pacific  main  line 
northwest  toward  Phoenix  through  the  Gila  Canyon,  where 
it  seems  lay  the  most  practicable  route  for  a  through  line 
tween  Phoenix  and  Deming.  Both  sides  were  desirous  of 

for  rtfe  P0S^SS'°n  °f  tblS  cany°n’  and  a  druggie  took  place 
or  the  right  of  way  through  it.  Some  difficulties  even  oc¬ 
curred  between  the  field  forces  of  the  rival  companies  70  As 

r7;r  th;  TtS  were  called  uP°n  to  decide  what  were  the 
■ghts  of  each  company,  and  after  some  litigation,  the  Phoenix 
and  Eastern  people  eventually  succeeded  in  obtaining  the  legal 
title  to  the  right  of  way  through  the  Gila  Canyon  71 

This  dispute  over  the  Gila  Canyon  took  place  in  1004.  A 
compromise  was  finally  reached  whereby  the  Santa  Fe  agreed 

°,  Sf  7e7 10emX  and  Eastem  road  to  the  Southern  Pacific,72 
while  the  Harnman  interests  acceded  to  the  Santa  Fe’s  request 
for  a  half-interest  in  the  northern  California  lines.  I^was 
arranged  that  the  Eel  River  and  Eureka  road,  which  the  Santa 
e  °wned-  and  the  California  and  Northwestern,  which  the 
hern  Pacific  owned>  were  to  be  consolidated  into  a  new 

°f  MOraWetZ' 

71  Ibid  ’  ^  102 S’  testimony  Murphy. 

72  lhxd->  P-  974,  complainant’s  exhibit  104. 
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company  to  be  known  as  the  Northwestern  Pacific  Railroad 
Company,  this  company  to  be  managed  jointly  by  the  Southern 
Pacific  and  the  Santa  Fe.73  The  points  which  had  been  in 
dispute  were  settled  substantially  by  the  close  of  1904,  although 
there  was  considerable  delay  in  completing  the  formal  contracts 
covering  the  points  at  issue. 

In  the  meantime,  in  September,  I9°4>  Harriman  informed 
E.  P.  Ripley,  the  president,  and  Victor  Morawetz,  the  chairman 
of  the  executive  committee  of  the  Santa  F e,  that  he  and  some 
associates  had  made  some  large  purchases  of  Santa  Fe  stock.74 
Among  these  associates  were  Henry  Rogers,  Henry  Frick, 
Otto  H.  Kahn,  and  a  number  of  other  prominent  financiers, 
and  together  they  had  acquired  about  $30,000,000  of  the 
Santa  Fe’s  capital  stock,  or  approximately  14  per  cent  of  the 
entire  issue.76  In  one  interview  which  he  had  with  Morawetz, 
Harriman  declared  that  it  was  his  belief  that  they  ought  to 
work  to  establish  a  better  relationship  between  railroads,  by 
dealing  “more  frankly  with  one  another,”  and  by  operating 
their  lines  “not  for  the  purpose  of  destroying  one  another  but 
to  help  one  another.”  With  this  end  in  view  Harriman  asked 
that  his  interests  and  those  of  his  associates  be  accorded  rep¬ 
resentation  on  the  Santa  Fe  board. 

Morawetz  appears  to  have  been  unwilling  to  accord  repre¬ 
sentation  to  the  Harriman  interests  on  the  board  of  directors  of 
the  Santa  Fe,  so  long  as  the  differences  between  the  Santa  Fe 
and  the  Southern  Pacific  remained  unadjusted.  Since,  however, 
under  a  cumulative  system  of  voting  which  was  provided  in 
the  Santa  Fe’s  charter  it  would  have  been  possible  for  the 
Harriman  interests  to  obtain  eventually  four  representatives 
on  the  Santa  Fe’s  board,  the  Santa  Fe  officials  after  an  agree¬ 
ment  had  been  reached  in  regard  to  the  lines  in  Arizona  and  in 


73  P roc  Spec.  Ex.,  pp.  530  ff.,  complainant’s  exhibits  75~78.  The  40-mile  gap  in  a 
through  rail  line  from  San  Francisco  to  Eureka  has  only  recently,  since  the  beginning 

°£ ornE.COpP,Ripley  before  I.  C.  C.  in  ,,07;  alao  Proe.  Spec.  Ex.,  p. 

"*^*3552  Proc.  Spec.  Ex.,  p.  757,  fes.imony  of  E.  H.  Harriman; 

and  Proc.  Spec.  Ex.,  p.  1136,  testimony  of  Victor  Morawetz. 
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northern  California  no  longer  opposed  Harriman’s  request. 
In  February,  1905,  Frick  and  Rogers  who  were  at  the  time 
both  members  of  the  board  of  directors  of  the  Union  Pacific 
were  elected  to  the  Santa  Fe  board.’8 

In  1906,  Harriman  and  the  men  associated  with  him  in  the 
Santa  Fe  purchase  sold  out  their  personal  interests,  being  the 
above-mentioned  $30,000,000  of  stock.”  In  the  same  year 
the  Union  Pacific  acquired  the  interest  of  $10,000,000  in  Santa 
Fe  stock  which  has  already  been  mentioned.’8  Whether  the 
stock  so  acquired  by  the  Union  Pacific  was  part  of  the 
$30,000,000  originally  owned  by  Harriman  and  his  associates, 
Harriman  declined  to  state;’9  but  according  to  Otto  H.  Kahn 
the  shares  purchased  by  the  Union  Pacific  were  not  included  in 
the  original  $30,000,000  stock  purchase;  the  $10,000,000  pur¬ 
chased  by  the  Union  Pacific,  said  Kahn,  were  preferred,  the 
$30,000,000  acquired  by  Harriman  and  associates  were  com¬ 
mon  shares.80  The  two  Union  Pacific  directors  who  were 
on  the  Santa  Fe  board,  Frick  and  Rogers,  had  been  elected 
ostensibly  to  represent  the  personal  holdings  of  Harriman  and 
his  friends;  nevertheless,  after  the  personal  interest  of  Harri¬ 
man  and  his  associates  in  the  Santa  Fe  was  reduced  to  the 
extent  of  the  Union  Pacific’s  holdings  of  Santa  Fe  stock, 
these  two  men  continued  to  act  as  members  of  the  Santa  Fe 
board.81  This  situation  continued  unchanged  until  the  Union 
Pacific  sold  its  Santa  Fe  holdings,  in  1909. 

Extent  of  Harriman  Influence 

These  events  indicate  the  way  in  which  the  control  of  rail¬ 
roads  was  tending  toward  centralization.  By  1907  Harriman 
controlled  the  Union  Pacific,  and  through  it  the  miscellaneous 
railroad  and  steamship  lines  owned  by  the  Southern  Pacific 


7* 


rt  rfef*  ?PCC'  p;  9681  complainant’s  exhibit  00, 

78 1Jnd>  PP-  476i,  476a,  testimony  of  Kahn. 

™  bee  p.  3 1 1 . 

80  Proc^S Dec6 Spec.  Ex.,  p.  757  testimony  of  E. 

81  Ibid  ^  ’  P’  4762’  testimony  of  Kahn. 
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Company;  he  controlled  indirectly  a  half-interest  in  the  San 
Pedro,  Los  Angeles  and  Salt  Lake  Railroad,  and  a  half-inter¬ 
est  in  the  Northwestern  Pacific  Railroad;  through  the  Union 
Pacific  he  dominated  the  management  of  the  Illinois  Central 
and  the  St.  Joseph  and  Grand  Island,  and  controlled  “com¬ 
munity  of  interest”  holdings  in  other  companies,  including  such 
large  railroad  systems  as  the  New  York  Central,  the  Alton, 
and  the  Baltimore  and  Ohio.  The  only  rail  competitor  of  the 
Union  Pacific-Southern  Pacific  system,  the  Santa  Fe,  was 
operated  in  complete  harmony  with  the  Union  Pacific  and 
Southern  Pacific  roads,  and  the  Union  Pacific  enjoyed  a 
“community  of  interest”  representation  in  the  Santa  Fe  man¬ 
agement.  The  Southern  Pacific  Company,  in  addition  to  its 
own  steamship  lines,  controlled  the  Pacific  Mail  Steamship 
Company;  the  Union  Pacific,  through  the  Oregon  Railroad 
and  Navigation  Company,  owned  and  still  owns  both  the 
Portland  and  Asiatic  Steamship  Company,  and  the  San  Fran¬ 
cisco  and  Portland  Steamship  Company.  The  Southern  Pacific 
owned  and  still  owns  the  Los  Angeles  street  railway  and  inter- 
urban  system,  and  the  street  railway  system  of  Ogden,  while 
the  Union  Pacific  and  Southern  Pacific  companies  also  pos¬ 
sessed  large  interests  in  coal,  oil,  land,  town-site,  and  other 
companies. 

The  Interstate  Commerce  Commission  in  1907,  referring 
to  the  extension  of  the  Harriman-Union  Pacific  stock  inter¬ 
ests,  said : 

These  are  conspicuous  illustrations  of  the  development  of 
the  theory  of  “community  of  interest”  and  “harmony  of  man¬ 
agement”  which  Harriman  suggested  when  he  demanded  rep¬ 
resentation  upon  the  Santa  Fe  board . If  the  policy  of 

purchasing  and  controlling  stocks  in  competing  lines  is  per¬ 
mitted  to  continue,  it  must  mean  suppression  of  competition." 

It  is  not  necessary  to  favor  a  return  to  the  conditions  of 
cut-throat  competition,  which  prevailed  between  rival  lines 


“  12  I.  C.  C.  Rep.  346. 
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before  the  close  of  the  last  century,  to  recognize  the  truth  of 
the  above  statement  of  the  Interstate  Commerce  Commission. 
Whatever  may  be  the  economic  advantages  or  disadvantages 
of  competition  among  railroads,  the  necessary  result  of  the 
Harriman  policy  was  to  restrict,  if  not  to  eliminate,  whatever 
competition  already  existed.  The  Interstate  Commerce  Com¬ 
mission  said: 


To  gather  under  one  head  all  existing  transcontinental 
lines,  or  as  many  as  possible,  and  to  exclude  the  incoming  of 
all  competitors  became  manifestly  the  Harriman  policy,  which 
was  inaugurated  in  1901  by  the  issuance  of  $100,000,000  of 
convertible  bonds  by  the  Union  Pacific.8* 

This  statement  is  supported  by  Harriman’s  frank  admis¬ 
sion  that  it  was  only  the  law  that  prevented  the  concentration 
of  every  transcontinental  line  in  his  hands.  He  declared  that 
he  was  in  favor  of  still  more  consolidation.84  While  Harri¬ 
man  was  on  the  witness  stand  during  an  investigation  of  the 
Harriman  roads  which  the  Interstate  Commerce  Commission 
made  in  1907,  one  of  the  commissioners,  Mr.  Lane,  called 
Harriman’s  attention  to  the  growth  and  concentration  of  his 
vast  transportation  interests  and  how  they  began  with  the 
Union  Pacific,  and  then  extended  to  Portland  and  by  water 
from  there  to  the  Orient;  to  San  Francisco  and  from  there  to 
the  Orient;  from  San  Francisco  to  New  Orleans,  and  from 
New  Orleans  to  New  York  by  water;  how  he  held  a  certain 
control  over  the  Illinois  Central  and  the  Alton ;  and  possessed, 
through  the  Union  Pacific,  large  holdings  in  the  Baltimore  and 
Ohio,  and  in  the  New  York  Central;  then  Commissioner  Lane 
asked  of  him,  “Where  is  that  thing  going  to  stop?”  “I  would 
go  on  with  it,”  answered  Harriman,  “if  I  thought  we  could 
realize  something  more  than  we  have  got  from  these  invest¬ 
ments,  I  would  go  on  and  buy  some  more  things.”  Commis- 


83  12  I.  C.  C.  Rep.  322. 

84  Evidence  before  I.  C.  C.,  Proc.  Spec.  Ex., 
Harriman. 
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sioner  Lane  then  mentioned  the  Santa  Fe.  “If  you  will  let 
us/’  said  Harriman,  “I  will  go  and  take  the  Santa  Fe  tomor¬ 
row.”  The  following  is  an  extract  from  Harriman’s  testi¬ 
mony  :85 

Q.  You  would  take  it  tomorrow? 

A.  Why  certainly  I  would;  I  would  not  have  any  hesita¬ 
tion;  it  is  a  pretty  good  property. 

Q.  Then  it  is  only  the  restriction  of  the  law  that  keeps 
you  from  taking  it? 

A.  I  would  go  on  as  long  as  I  lived. 

Q.  Then  after  you  had  gotten  through  with  the  Santa  Fe 
and  had  taken  it,  you  would  also  take  the  Northern  Pacific 
and  Great  Northern  if  you  could  get  them? 

A.  If  you  would  let  me. 

Q.  And  your  power,  which  you  have,  would  gradually  in¬ 
crease,  as  you  took  one  road  after  another,  so  that  you  might 
spread  not  only  over  the  Pacific  coast,  but  spread  out  over  the 
Atlantic  coast? 

A.  Yes,  but  hasn’t  your  organization  increased  its  power? 

Q.  It  undoubtedly  has.  That  is  what  I  am  coming  to.  Do 
you  think  the  law  itself  should  intervene  there  and  restrict 
you  in  your  power  to  use  money  raised  for  railroad  purposes 
and  raised  on  railroad  securities  to  the  actual  improvement  of 
that  railroad,  or  should  you  be  allowed  to  use  it  for  the 
acquisition  of  other  railroads? 

A.  I  think  we  should  be  allowed  to  use  it  for  the  acquisi¬ 
tion  of  other  railroads,  under  proper  regulation. 

A  map  of  western  rail  and  water  lines  shows  that  so  far  as 
California  and  the  states  of  the  southwest  are  concerned,  the 
Harriman  system  constituted  a  partial  monopoly  of  western 
transportation.  That  this  was  the  case  was  indirectly  admitted 
by  Traffic  Director  Stubbs,  in  his  testimony  before  the  Inter¬ 
state  Commerce  Commission.  Speaking  of  the  California 
situation,  Stubbs  declared:  “They  (the  California  merchants) 
are  more  or  less  dependent  upon  the  Southern  Pacific  as  they 
are  not  upon  any  other  carrier,  not  even  the  Santa  Fe.”86  That 


86  Evidence  before  I.  C.  C.,  Proc.  Spec.  Ex.,  pp.  802,  803. 
M  P roc.  Spec.  Ex.,  p.  3911,  testimony  of  J.  C.  Stubbs. 
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the  Southern  Pacific  had  almost  a  monopoly  of  the  business  of 
California  was  openly  declared  by  Judge  Robert  S.  Lovett,  the 
general  counsel  of  the  Harriman  lines,  in  an  argument  before 
the  Interstate  Commerce  Commission;87  in  fact,  Lovett  de¬ 
fended  the  Union  Pacific-Southern  Pacific  combination  by 
pointing  out  that  the  geographical  position  of  the  Southern 
Pacific  was  such  that  it  already  controlled  three  of  the  four  all¬ 
rail  approaches  to  California,  so  that  the  competitive  situation 
was  not  affected  by  the  Union  Pacific— Southern  Pacific  combi¬ 
nation. 

Effect  of  Merger  on  Movement  of  Traffic 

It  is  necessary  to  consider  somewhat  how  this  combination 
affected  competitive  conditions,  and  what  was  the  result  in 
regard  to  the  transportation  facilities  furnished  to  the  shipper 
and  the  traveler.  For  transcontinental  traffic  between  the 
Atlantic  seaboard  and  California,  there  had  been,  prior  to 
1901,  a  spirited  competition  between  five  routes  :  the  American- 
Hawaiian  line  of  steamers  via  the  Straits  of  Magellan,  and 
after  the  construction  of  the  Tehauntepec  Railway  in  1904,  via 
the  Isthmus  of  Tehauntepec;  the  Panama  route,  via  the  Pacific 
Mail  line  to  San  Francisco;  the  Southern  Pacific  Sunset  water 
and  rail  route  via  New  Orleans;  the  all-rail  route  via  the  Santa 
Fe;  and  the  all-rail  route  via  Ogden.  The  last  named  route 
offers  a  choice  of  the  Denver  and  Rio  Grande  and  the  Union 
Pacific  as  far  as  Ogden,  but,  owing  to  the  poorer  facilities,  the 
inferior  physical  maintenance,  and  longer  distance  of  the  Rio 
Grande,  the  bulk  of  the  traffic  via  the  Ogden  gateway  has 
generally  gone  over  the  Union  Pacific.  Of  these  five  routes, 
the  Southern  Pacific  controlled  one,  the  Sunset,  for  the  entire 
distance,  and  part  of  one  of  the  other  four,  namely,  that  por¬ 
tion  of  the  Ogden  route  between  Ogden  and  San  Francisco. 
After  the  Southern  Pacific  had  acquired  the  Pacific  Mail,  in 
1900,  it  also  controlled  that  portion  of  the  Panama  route  which 


87  Argument  of  R.  S.  Lovett  before  I.  C.  C.  in  1907,  pp.  78  ff. 
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is  between  Panama  and  San  Francisco.  In  the  Santa  Fe  Com¬ 
pany  the  Harriman  system  acquired  in  1905  an  important 
“community  of  interest”  representation,  which  to  a  consider¬ 
able  extent  limited  the  competition  of  this  road.  The  Ameri- 
can-Hawaiian  line  remained  as  an  independent  factor,  and  the 
only  entirely  independent  factor,  in  transcontinental  traffic. 

Traffic  between  interior  points  of  the  Mississippi  Valley 
and  California  had  the  choice  of  the  three  routes  via  the  Ogden 
gateway,  via  the  Santa  Fe,  or  via  the  Southern  Pacific  by  way 
of  New  Orleans  or  El  Paso.  The  testimony  of  soliciting 
agents  and  of  shippers  is  to  the  effect  that  prior  to  1901,  the 
Union  Pacific  and  the  Southern  Pacific  competed  vigorously 
for  traffic  between  eastern  and  middle  western  points  and 
California.  Southern  Pacific  agents  sought  to  route  traffic 
via  the  Sunset  route,  which  gave  the  Southern  Pacific  the  long 
haul;  but  these  agents  preferred  the  Ogden  route,  which  gave 
the  Southern  Pacific  the  haul  of  850  miles  from  Ogden  to  San 
Francisco,  to  losing  the  shipment  altogether.  After  the  two 
systems,  the  Union  Pacific  and  the  Southern  Pacific,  were 
amalgamated,  the  competition  between  them  for  transconti¬ 
nental  traffic  ceased,  but  competition  between  the  lines  leading 
up  to  the  Union  Pacific  at  Omaha  or  at  Denver,  continued  as 
before. 

After  the  combination,  instructions  were  issued  to  the 
representatives  of  both  companies  that  the  Union  Pacific  and 
the  Southern  Pacific  were  to  be  considered  as  one  system,  and 
that  traffic  was  to  be  thereafter  worked  with  a  view  to  produc- 
mg  the  greatest  revenue  for  the  system  as  a  whole.  The 
agencies  of  the  two  systems  were  consolidated  everywhere 
except  in  New  York  City.  Agents  were  instructed  to  influence 
certain  business  by  way  of  the  New  Orleans  or  the  El  Paso 
gateway,88  and  certain  other  business  by  way  of  Omaha,  in 


(  I'(^nsco?t\nentaJ  traffic  moving  by  way  of  New  Orleans  is  said  to  move  by  way 
O^ns  gateway  ”  traffic  moving  by  way  of  the  Texas  and  Pacific  or  by 
way  of  the  Rock  Island,  to  El  Paso,  Texas,  and  thence  westward  by  way  of  the  Southern 
Pacific  moves  via  “the  El  Paso  gateway.” 


THE  HARRIMAN  SYSTEM 

OO/ 

accordance  with  certain  prepared  statements  showing  the  routes 
by  which  the  allied  lines  would  receive  the  greatest  return." 

raffle  originating  in  the  region  commonly  known  as  “New 
York  and  Boston  and  common  points  territory,”  that  is,  traffic 
of  ‘he  Atlantic  seaboard  north  of  Norfolk,  Virginia,  and  east 
o  Pittsburgh  and  Buffalo,  was  influenced  via  the  Sunset-Gulf 
route.  West  of  Pittsburgh,  traffic  north  of  a  line  roughlv 
corresponding  with  the  Ohio  River  was  influenced  via  the 
Ogden  route,  while  traffic  to  the  south  of  the  Ohio  was  solicited 
via  the  Sunset.  The  same  practice  was  followed  with  refer¬ 
ence  to  Mississippi  Valley  business.  Traffic  originating  in  or 
destined  for  northern  points  in  the  Mississippi  Valley  was 
solicited  via  the  Union  Pacific,  while  traffic  originating  in  or 
destined  for  points  farther  south  went  via  the  Sunset.90  In 
other  words,  traffic  was  influenced  to  follow  the  lines  of  least 
resistance,  the  competition  of  the  Union  Pacific  and  Southern 
effic  being  completely  eliminated  as  a  factor  in  the  situation. 
One  effect  of  the  combination  was  that  more  through  busi¬ 
ness  went  via  Omaha  than  had  previously  been  the  case 90 
The  business  of  northern  Ohio,  which  had  formerly  been 

“T*™  both  routes>  was  no  longer  solicited  via  the  Sun- 
set  The  same  thing  appears  to  have  been  true  of  Illinois 
and  Indiana,  particularly  after  the  Union  Pacific  had  acquired 
its  dominating  influence  in  the  Illinois  Central.  After  1006 
agents  of  the  Illinois  Central  ceased  soliciting  transcontinental 
siness  via  their  line  in  connection  with  the  Southern  Pacific  93 
ut  of  a  number  of  instances  which  might  be  cited  to  show  the 
ect  of  the  Union  Pacific-Southern  Pacific  combination  on 
e  movement  of  traffic,  one  commodity  may  be  selected  as  an 
1  ustration  of  the  changed  conditions.  Shipments  of  hops 
grownin  the  Willamette  Valley  in  Oregon  which  were  destined 

•4BF  n* wnaaw* ..... «.  c 

e-  ru-j  p'  ^46,  testimony  of  George  Krause  1 

S ilfr  P'  raf^’  testimony  of  Job^Harr’"- 
loia->  p.  1036*  testimony  of  H.  H.  Gin 
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for  Cincinnati  had  formerly  been  solicited  by  way  of  the  Sunset 
route,  as  against  the  Oregon  Railroad  and  Navigation  Com¬ 
pany-Union  Pacific  lines.94  Since  the  merger,  this  hop  traffic, 
which  was  considerable,  went  over  the  Union  Pacific.  Thomas 
McCusker,  the  assistant  general  agent  of  the  Harriman  lines, 

testified  in  1909: 

Hops  go  Union  Pacific  now.  We  forced  as  much  hope  as 
we  could  for  Cincinnati  by  the  Sunset  Route,  but  since  the 
merger  the  instructions  are  the  other  way. 

Q.  Cincinnati  is  quite  a  brewery  town,  isnt  it? 

A.  Yes. 

Q.  It  is  a  hop  market  ? 

A.  Pretty  fair  hop  market,  yes  sir. 

Q.  And  there  used  to  be  pretty  active  competition  between 
the  O.  R.  &  N.  and  the  Southern  Pacific  for  that  traffic? 

A.  Yes,  sir.95 

The  effect  of  the  merger  was  by  no  means  confined  to 
California  or  Oregon  transcontinental  traffic.  The  Oregon 
Short  Line  and  the  Southern  Pacific  route  via  Sacramento  had 
previously  been  competitors  for  traffic  between  Ogden  and 
points  east  and  south  of  Ogden,  and  Portland  and  points  in 
the  Willamette  Valley.  The  Southern  Pacific  also  carried  out 
of  Portland,  via  the  Sunset,  some  transcontinental  tonnage 
destined  for  northern  Mississippi  Valley  points,  but  it  seems 
this  route  was  not  a  favorite  one  for  this  traffic.  The  Union 
Pacific,  through  its  subsidiary,  the  Oregon  Railroad  and 
Navigation  Company,  moreover  operated  in  the  Willamette 
River  a  line  of  steamships  which  served  as  a  feeder  to  its  main 
through  line,  and  which  competed,  though  to  a  limited  degree, 
with  the  Southern  Pacific  local  rail  lines  for  local  Willamette 
Valley  traffic.  The  extent  of  this  boat  competition  depended 
upon  the  stage  of  the  water;  but  when  navigation  permitted, 
^earners  reached  Corvallis,  Oregon,  and  it  seems  that  in  high 

e*  Proc.  Spec.  Ex.,  p.  2731,  testimony  of  Thomas  McCusker. 

Ibid..  *).  2740,  testimony  of  McCi?  ,  .  .  ,  -r.  .. 

y  <4  1»  2802,  testimony  of  Sar  .lmore;  p.  1298,  testimony  of  Andrew  raar. 
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water,  steamers  sometimes  went  as  far  up  the  river  as  Har- 
risburg,  Oregon,  100  miles  south  of  Portland.97  After  the 
merger  this  competition  ceased. 


raffle  originating  in  the  region  about  Portland,  consist¬ 
ing  principally  of  hops,  wool,  and  lumber,  had  been  competitive 
between  the  Union  Pacific  and  Southern  Pacific  systems,  and 
w  i  e  this  traffic  was  relatively  small  compared  with  the  total 
vo  ume  of  traffic  of  either  system,  it  was  nevertheless  con¬ 
siderable,  and  both  the  Southern  Pacific  and  the  Union  Pacific 
through  the  Oregon  Railroad  and  Navigation  Company  had 
prior  to  1901  been  very  active  in  soliciting  it  for  their  respec¬ 
tive  lines.  At  one  time  during  the  period  of  the  Union 
Pacific  receivership,  when  the  Oregon  Short  Line  was  not 
operated  as  a  part  of  the  Union  Pacific  system,  some  differences 
arose  between  the  Union  Pacific  and  the  Oregon  Short  Line, 
and  as  a  competitive  measure,  the  Union  Pacific  and  Southern 
Pacific,  in  1897,  had  operated  for  a  short  time  a  fast  through 
fre, ^service  from  the  east  to  Portland  by  way  of  Sacra¬ 
mento.  The  Oregon  Short  Line  was  on  the  whole  a  more 
satisfactory  route  from  Portland  to  Ogden  and  points  east  of 
Ogden,  but  the  Southern  Pacific  line  had,  prior  to  1901,  been 
a  factor  m  this  business.799  After  the  merger,  through  rates 
via  Sacramento  between  Portland  common  points  and  Ogden 
and  points  east  and  south  of  Ogden,  were  withdrawn,  and  all 
of  the  traffic  of  the  Willamette  Valley  region  was  now  carried 
over  t  e  Oregon  Short  Line,  to  the  exclusion  of  the  route  via 
Sacramento.191  The  same  thing  was  done  in  regard  to  traffic 

Te'^ng  m  l0Cal  Southern  Pacific  points  farther  south  than 
the  Willamette  Valley.  This  traffic  had  formerly  moved  only 

over  the  Southern  Pacific.  Shipments  from  points  as  far 
S0Uth  as  Medford-  Oregon,  329  miles  south  of  Portland,  were 


“  Ev’idenM^efoVr!!' c°nc  °fProc1Si)«daExi  P'  *693’  tCS'imDny  o{  Robert  Graham. 
I?®  Sr2,t  ’  P;.™:  tcSmony  of  McCuslfer4'  T  * 

101  l?  r:>  P-  2388,  testimony  of  Stephen  H  Babcock 

Evidence  before  I.  C.  C..  Free.  PSpec.  Ex^Tfla.  testimony  of  McCtulrer. 
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after  1901  carried  north  to  Portland  and  thence  east  over  the 
Oregon  Short  Line.102 

Between  Portland  and  San  Francisco,  the  Oregon  Rail¬ 
road  and  Navigation  Company  operated  a  line  of  steamers  in 
competition  with  the  Southern  Pacific  Shasta  route.  At  one 
time  in  the  late  nineties  there  had  been  a  war  of  rates  between 
these  two  routes,103  but,  except  during  this  war,  the  boat  line 
enjoyed  a  differential  as  against  the  all-rail  line  on  business 
between  those  two  points.  The  two  routes  were  competitive, 
although  in  the  matter  of  rates  the  railroad  did  not  attempt, 
except  during  this  rate  war,  to  meet  competition  of  the  boat 
line.104  After  the  merger  this  competition  also  ceased. 

According  to  a  report  of  the  Interstate  Commerce  Com¬ 
mission  made  in  1907,  the  route  via  the  Union  Pacific  system 
to  Portland,  and  thence  by  boat  to  San  Francisco,  might  have 

.  I 

been  made  a  factor  in  the  competition  for  transcontinental 
business.  The  bulk  of  evidence,  however,  upon  which  the 
Interstate  Commerce  Commission’s  report  is  based,  and  later 
and  more  detailed  evidence  taken  in  1909  and  1910  fails  to 
support  this  opinion  of  the  Interstate  Commerce  Commission. 
There  is  little  reason  to  doubt  that  had  the  Union  Pacific  at¬ 
tempted  to  influence  through  traffic  over  that  route,  the  South¬ 
ern  Pacific  could  have  retaliated  so  as  to  have  seriously  injured 
the  Union  Pacific,  by  diverting  the  overland  traffic  of  Cali¬ 
fornia  from  the  Union  Pacific  to  the  Denver  and  Rio  Grande. 
The  evidence  of  shippers  and  railroad  men  alike  is  to  the  effect 
that  very  little  traffic  had  ever  gone  this  way,  and  that  it  was 
an  impracticable  route,  as  against  the  through  all-rail  line  and 
a  negligible  factor  in  transcontinental  competition.  The  pur¬ 
chase  of  the  Southern  Pacific  by  the  system  owning  this  Port¬ 
land  route  therefore  cannot  be  considered  as  in  any  sense 
restraining  the  competition  of  this  broken  rail-and-water  line, 


102  Proc.  Spec.  Ex.,  p.  2766,  testimony  of  J.  D.  Olwell. 

103  Ibid.,  pp.  3353  ff . ,  copies  of  tariffs. 

104  Ibid.,  p.  2029,  testimony  of  J.  C.  Stubbs. 
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as  there  was  no  likelihood  that  there  would  ever  be  any  such 

The  Union  Pacific  and  Southern  Pacific  lines  had  competed 
formerly  for  business  moving  between  California  and  Mon¬ 
tana  points.  The  Sunset-Gulf  lines  and  the  Union  Pacific 
a  -rail  route  had  also  offered  alternative  routes  between  the 
east  and  Colorado  points ;  but  the  combination  can  hardly  be 
said  to  have  seriously  “restrained  trade,”  so  far  as  business 
east  of  Denver  is  concerned,  since  even  though  all  competition 
e  ween  the  Union  Pacific  and  Southern  Pacific  were  elimi¬ 
nated,  there  are  a  number  of  other  independent  lines  which 
connect  Colorado  with  the  east. 

Unrestrained  Railroad  Competition  Not  Desirable 

Enough  has  been  said  in  a  general  way  to  indicate  the 
limits  within  which  the  Union  Pacific  and  Southern  Pacific 
may  be  classed  as  competing  lines,  and  to  show  to  how  great 
an  extent  the  combination  really  came  within  the  inhibition  of 
the  Sherman  Anti-Trust  Law.  The  Union  Pacific  and  South- 
ern  Pacific,  however,  claimed  that  the  only  traffic  in  respect 
to  which  the  two  systems  were  competitive  was  eastbound  busi¬ 
ness  originating  at  Portland.  Said  Milburn,  an  attorney  for 
the  Harnman  roads : 

I  submit  that  railroads  are  only  competitive  as  to  any  traffic 
when  they  can  take  it  at  the  point  where  it  originates  and  put 

P  0n  the,r  road . If  this  be  the  true  view,  the  Union 

Pacific  and  Southern  Pacific  are  not  competitors  excepting 
with  respect  to  transcontinental  east-bound  traffic  originating 

at  Portland,  and  as  Judge  Lovett  has  shown,  that  is  an  in- 
nmtesimally  small  quantity.103 

The  above  definition  was  narrow  and  failed  to  take  into 
account  the  fact  that  the  Union  Pacific  and  Southern  Pacific 
had  prior  to  1901  been  competitors  for  transcontinental  traffic 
etween  Ogden  and  Portland,  between  Portland  and  San 

106  Argument  of  Milburn  before  the  I.  C.  C., 


p.  1 19. 
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Francisco,  and  other  traffic  for  which  the  two  systems  had 
competed.  Such  arguments  are  misleading.  Even  though  the 
volume  of  traffic  which  might  reasonably  be  classed  as  com¬ 
petitive  between  these  two  systems,  including  not  only  the 
outgoing  business  of  Portland  and  the  Willamette  Valley — 
which  the  representatives  of  the  two  systems  claimed  was  the 
only  competitive  traffic  between  them  before  the  merger — but 
also  transcontinental  business,  and  all  other  traffic  for  which 
both  systems  had  previously  competed,  was  relatively  small 
compared  to  the  total  earnings  of  the  two  companies,  it  was 
nevertheless  large  in  the  aggregate. 

The  transcontinental  competition  between  the  two  roads 
was  probably  not  so  effective  as  it  would  have  been  had  the 
Union  Pacific  owned  a  rail  line  of  its  own  to  San  Francisco, 
but  the  Union  Pacific  was  a  powerful  factor  in  the  competitive 
situation.  The  purchase  of  the  Southern  Pacific  by  the  Union 
Pacific  eliminated  that  competition.  The  volume  of  com¬ 
petitive  traffic  prior  to  the  combination  had  been  sufficient  to 
stimulate  the  activity  of  each  road  to  secure  it. 

A  railroad  is  necessarily  to  a  very  large  extent  a  mo¬ 
nopolistic  institution;  for  even  though  it  may  be  one  of  two  or 
more  railroads  operating  between  the  same  terminals,  it  is 
exposed  to  competition  only  so  far  as  the  through  traffic  is 
concerned.  The  amount  of  traffic  for  which  the  Union  Pacific 
and  Southern  Pacific  had  competed  was,  it  is  true,  relatively 
small,  yet  these  two  lines  were  according  to  the  interpreta¬ 
tion  which  is  commonly  given  to  the  word  ‘‘competition,”  as 
applied  to  railroads,  “competing  lines.”  The  declared  eco¬ 
nomic  policy  of  the  United  States  has  been  to  foster  competi¬ 
tion  among  railroads  as  well  as  among  industrials;  and  legis¬ 
lation,  both  national  and  state,  has  attempted  to  enforce  this 
principle  in  the  hope  that  through  its  operation  reasonable 
rates  and  attractive  service  would  be  secured. 

At  one  time,  before  the  day  of  rate  commissions  and  in¬ 
terstate  commerce  laws,  the  public  relied  upon  competition 
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alone  to  secure  reasonable  railroad  rates.  During  the  earlier 
period  of  American  railroad  history  there  was  real  competition 
in  through  rates,  which  resulted  in  frequent  wars  of  rates 
between  rival  lines.  This  cut-throat  competition  failed  com¬ 
pletely  as  a  force  upon  which  the  people  could  depend  to  secure 
satisfactory  rates.  The  situation  only  resulted  in  great  fluctu¬ 
ations  in  rates  to  the  detriment  of  both  the  railroads  them¬ 
selves  and  of  the  communities  they  served.  Abnormally  low 
rates  between  competitive  points  were  not  and  could  not  be 
accompanied  by  a  proportionate  lowering  of  local  rates,  which 
were  maintained  at  as  high  a  level  as  possible  in  order  to  com¬ 
pensate  the  roads  for  their  losses  in  reductions  which  were 
made  in  through  rates.  As  a  result,  local  non-competitive  com¬ 
munities  were  loud  in  their  protests  against  long  and  short 
haul  discriminations.  The  situation  was  still  further  aggra¬ 
vated  by  secret  rate-cutting,  and  competition  became  a  cause, 
or  at  least  furnished  an  excuse,  for  the  iniquitous  practice  of 
rebate-giving. 

Abnormally  low  competitive  rates  which  prevailed  during 
rate  wars  were  not  permanent,  and  it  was  usually  not  economi¬ 
cally  desirable  that  they  should  be  permanent.  The  rate  war 
resulted  in  disaster  to  the  weaker  line,  and  often  in  its  absorp¬ 
tion  by  the  stronger,  or  in  a  pooling  arrangement.  Pooling 
contracts  were  not  enforcible  by  law,  and  the  testimony  of  men 
connected  with  railways  during  the  eighties  is  that  pools  were 
frequently  disregarded  by  the  officers  of  rival  companies.  The 
Interstate  Commerce  Act  of  1887  declared  pools  to  be  illegal, 
the  obvious  intention  of  the  law  being  to  enforce  rate  com¬ 
petition  between  railroad  companies. 

One  other  result  of  the  unrestrained  competition  of  the 
earlier  period  should  be  mentioned:  This  was  the  unneces¬ 
sary  paralleling  of  roads  where  traffic  did  not  warrant  it.  The 
decade  of  the  eighties  especially  was  a  period  of  speculative 
railroad  building,  when  lines  were  projected  and  constructed 
without  regard  to  the  country’s  real  transportation  needs,  or 
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to  the  crop  of  receiverships  which  were  likely  to  follow  over 
railroad  building. 

Pools;  Rate  Agreements;  Interstate  Commerce  Act 

“Railroad  pools  are  contracts  between  rival  railway  com¬ 
panies  whereby,  in  order  to  prevent  competition,  their  busi¬ 
ness  is  united  in  one  common  total  from  which  the  business  or 
the  money  received  therefor  is  divided  among  the  combining 
companies  in  fixed  percentages.”106  Pools  may  be  of  two 
kinds,  traffic  pools  and  money  pools. 

[The  former]  is  an  agreement  allotting  a  certain  percent¬ 
age  of  the  total  traffic  to  each  road,  and  providing  that  if  any 
road  exceeds  its  share  of  the  business,  freight  shall  be  diverted 
from  it  to  other  roads  until  the  agreed  proportion  is  restored. 

A  money  pool  is  an  agreement  whereby  the  money  received  by 
all  the  combining  roads  for  transportation  is  brought  together 
into  one  total  and  divided  among  the  roads  in  certain  fixed 
percentages,  which  do  not  necessarily  correspond  to  the  pro¬ 
portion  of  freight  actually  carried  by  each  road. 

The  pool  was  therefore  materially  different  from,  and  also 
more  open  to  objection  than,  the  simple  agreement  to  maintain 
rates.  An  agreement  to  maintain  rates  did  not  really  restrict 
competition  for  business,  only,  instead  of  taking  the  form  of 
rate-cutting,  competition  is  then  in  the  matter  of  service.  But, 
the  pool,  limiting  as  it  does  the  proportion  of  each  road,  re¬ 
moves  all  incentive  to  competition  in  any  form.107  Efforts 
were  made  by  the  railroads  during  the  nineties  to  secure  the 
passage  of  a  federal  act  legalizing  pooling,  but  these  efforts 
were  not  successful.  Later,  in  the  Trans-Missouri108  and 
Joint  Traffic  Association109  cases,  the  United  States  Supreme 
Court  held  that  even  agreements  to  maintain  rates  were  con¬ 
tracts  in  restraint  of  trade,  and  in  violation  of  the  Sherman 

106  23  Am.  &  Eng.  Ency.  of  Law,  2nd  Ed.,  664. 

107  This  would  appear  to  be  the  principal  weakness  in  the  present  railroad  law 
which,  because  of  its  so-called  "contingent  fund”  provisions,  is  not  unlike  a  general  pool. 

loa  United  States  v.  Trans-Missouri  Freight  Association,  166  U.  S.  290,  19  S.  Ct. 
540,  41  L.  Ed.  1007. 

109  United  States  v.  Joint  Traffic  Association,  171  U.  S.  505;  19  S.  Ct.  25;  43  L.  Ed. 
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Law.  The  consequence  was  that  the  problem  of  railroad  rates 
remained  unsolved,  the  country  for  some  reason  continuing 
to  place  an  unwarranted  dependence  upon  competition  to  bring 
about  the  desired  result — fair  uniform  rates. 

A  step  in  advance  was  made  in  1889,  when  the  Interstate 
Commerce  Law  was  amended  so  as  to  prohibit  railway  com¬ 
panies  from  making  reductions  in  the  published  tariffs,  except 
after  three  days’  notice.110  The  notice  required  was  later,  in 
1906,  increased  to  thirty  days.* 111  Its  effect  was  virtually  to 
establish  under  legal  compulsion  a  general  agreement  among 
railroads  to  maintain  rates,  and  to  put  a  stop  to  all  real  rate 
competition.  It  may  now  be  taken  as  reasonably  certain  that 
there  is  now  little  or  no  secret  cutting  of  rates.  Rate  wars  are 

now  considered  things  of  the  past.  Said  Traffic  Director 
Stubbs  in  1907: 

The  Interstate  Commerce  Law  will  be  very  effective  in 
restraining  practices  that,  while  in  the  past  were  lawful  or  at 
least  not  prohibited,  have  been  detrimental  to  the  interests  of 
the  public  and  the  carrier.  I  have  particularly  in  mind  in 
saying  this,  the  midnight  tariff  that  is  killed  by  the  thirty 
days’  notice  clause,  and  also  the  fact  that  the  thirty  days’  notice 

clause  is  going  to  make  a  stability  of  rates  generally  that  has 
not  obtained.113 

Rate  Changes  on  the  Union  Pacific  and  Southern  Pacific 

Nevertheless  under  the  restrictions  which  were,  by  the  law 
of  1906,  placed  upon  destructive  rate  competition,  the  exist¬ 
ence  of  competing  lines  might  and  doubtless  did  have  some 
influence  in  keeping  rates  down.  This  was  admitted  in  1907 
by  R.  B.  Miller,  the  general  freight  agent  of  the  Southern 
Pacific  lines  in  Oregon,  and  the  traffic  manager  of  the  Oregon 
Railroad  and  Navigation  Company.  In  explaining  to  the  In¬ 
terstate  Commerce  Commission  the  reason  why  the  rates  from 
San  Francisco  to  certain  non-competitive  points  in  eastern 

110  25  Stat.  L.  855. 

111  34  Stat.  L.  586. 

115  Evidence  before  I.  C.  C.,  Proc.  Spec.  Ex.,  p.  335,  testimony  of  J.  C.  Stubbs. 
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Washington  and  Idaho  had  been  raised,  after  the  merger, 
while  rates  to  other  local  points  in  the  same  territory  where 
the  Harriman  lines  met  the  competition  of  the  Northern 
Pacific  remained  as  they  had  been  before,  Miller  admitted 
that  competition  had  been  the  cause  which  had  prevented  an 
advance  in  rates  to  the  competitive  points;  he  declared,  how¬ 
ever,  that  it  was  not  the  competition  of  the  Northern  Pacific, 
but  the  competition  of  steam  schooners  plying  between  San 
Francisco  and  Puget  Sound  ports  that  prevented  an  increase 
in  rates  to  these  local  competitive  points.118 

In  1909,  western  freight  tariffs  were  generally  higher  than 
they  had  been  in  1900.  To  be  sure  an  advance  in  transconti¬ 
nental  tariffs  did  not  follow  immediately  upon  the  combination 
of  the  Union  Pacific  and  Southern  Pacific,  and  in  fact,  without 
the  agreement  of  other  transcontinental  lines,  especially  the 
Santa  Fe,  a  rate  advance  could  not  be  made  by  the  Harriman 
roads.  Overland  rates  were  raised  about  1905.  It  cannot, 
however,  be  said  with  certainty  that  the  extension  of  the  Har¬ 
riman  influence  through  combination  or  “community  of  inter¬ 
est”  was  responsible  for  this  increase.  The  following  illus¬ 
trations  may  be  mentioned  to  show  how  the  western  railroad 
rates  were  advanced  after,  though  not  necessarily  in  conse¬ 
quence  of,  the  merger.  For  example :  Prior  to  the  combina¬ 
tion  of  the  Union  Pacific  and  Southern  Pacific,  the  Oregon 
Short  Line  and  Southern  Pacific,  had,  it  seems,  competed 
actively  for  wool  shipments  in  the  region  west  and  north  of 
Great  Salt  Lake,  where  sheep  can  be  driven  to  way  stations 
on  either  line.114  Shipments  secured  by  the  Southern  Pacific 
might  be  sent  east  directly,  or  might  be  carried  west  to  Cali¬ 
fornia,  and  thence  east  via  the  Sunset  route.  After  the  con¬ 
solidation,  this  competition  ceased;  and  in  April,  1903,  rates  on 
wool  shipped  to  New  York  from  stations  on  the  Oregon  Short 
Line  between  Huntington,  Oregon,  and  Kuna,  Idaho,  ad- 

us  Proc.  Spec.  Ex.,  p.  4504,  testimony  of  R.  B.  Miller. 

114  Ibid.,  p.  2527,  testimony  of  Joseph  Ogelsby;  p.  2538,  testimony  of  Joseph  W. 
Summerhays;  p.  2659,  testimony  of  W.  C.  McBride. 
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vanced  from  $2  to  $2.1 7/4  per  hundred  pounds,  while  rates 
on  wool  shipped  to  New  York  from  Southern  Pacific  points 
between  Kelton,  Utah,  and  W adsworth,  Nevada,  advanced 
from  $2  to  $2.18^2  per  hundred  pounds.115  A  statement 
tabulated  by  the  Interstate  Commerce  Commission  shows  that 
on  6  out  of  7  selected  commodities,  the  west-bound  trans¬ 
continental  rate  from  New  York  increased  sharply  early  in 
I9°4/16  and  that  of  eighteen  selected  commodities  the  trans¬ 
continental  rate  on  13  advanced  sharply  on  January  1,  1909.117 
The  same  thing  was  true  of  overland  rates  to  the  Pacific  Coast 
from  points  farther  inland  than  *New  York  and  common 
points  territory.”  However,  class  rates118  appear  not  to  have 
greatly  varied  during  this  period,  and  any  advances  that  were 

made  in  certain  classes  were  offset  by  reductions  on  other 
classes.110 

Between  Portland  and  San  Francisco,  both  water  and  rail 
rates  advanced  after  1904,  although  the  same  differential  in 
favor  of  the  water  lines  continued.  Class  rates  on  the  rail 
line  advanced  as  follows  :120 


Portland  to  San  Francisco 


Effective  1 

2 

3 

4 

5 

A 

B 

C 

D 

E 

Feb.  20,  1900. .  .51 

41 

31 

26 

18 

23 

23 

18 

18 

18 

Jan.  10,  1904... 51 

41 

36 

31 

25 

25 

25 

25 

25 

25 

July  15,  1905...  51 

41 

41 

41 

28 

28 

28 

28 

28 

28 

Other  instances 

might  be 

selected 

to 

illustrate 

the 

rate 

advances  which  have  occurred  in  the  region  served  by  the 
Union  Pacific-Southern  Pacific  lines.  Rate  increases  were 
general.  “Everything  tightened  down,  after  this  so-called 
merger  took  place,”  testified  one  wool  shipper  of  Salt  Lake 
City.1"1  During  the  recent  government  suit  against  the  Harri- 
man  lines,  C.  A.  Severance,  the  attorney  for  the  government, 


p‘  336i,  copies  of  tariffs,  complainant’s  exhibit  180. 

Ibid.,  p.  866,  complainant’s  exhibit  81  A. 

117  Ibid.,  p.  878,  complainant’s  exhibit  81  H. 

The  distinction  between  class  rates  and  commodity  rates  must  be  borne  in  mind 
,  "fjoc.  Spec.  Ex.,  pp.  877-9,  complainant’s  exhibits  81  G,  81  I. 

120  Ibtd.,  p.  3353,  complainant’s  exhibit  183  A. 

131  Ibid.,  p.  2545,  testimony  of  Summerhays. 
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asked  a  large  shipper  of  Chicago,  “How  are  your  transcon¬ 
tinental  rates  now  compared  with  what  they  used  to  be?”  The 
shipper  replied,  “More  excessive,  Mr.  Severance;  in  fact  they 
are  prohibitory.  Our  business  has  dwindled  down  to  practi¬ 
cally  mighty  little  car  shipments.”122 

It  would  be  a  one-sided  and  not  fully  supported  statement 
to  say  that  for  these  rate  advances,  which  are  evidenced  by  the 
published  tariffs  and  by  the  testimony  of  shippers,  the  merger 
was  directly  responsible.  There  is  no  doubt  that  a  part  of  the 
increase  may  fairly  be  ascribed  to  the  general  upward  trend  of 
prices  since  1900.  On  account  of  the  fact  that  control  of  rail¬ 
road  rates  has  by  later  legislation  been  given  to  the  Interstate 
Commerce  Commission,  it  is  not  likely  that  competition  or 
the  lack  of  competition  will  have  any  further  bearing  upon 
rates. 

Character  of  Service  After  the  Merger 

Competition  in  service  involves  such  elements  as  speed, 
equipment,  the  personality  of  soliciting  agents,  and  the  satis¬ 
factory  and  prompt  adjustment  of  claims  for  damages  and 
overcharges.  In  the  matter  of  equipment,  the  Harriman  roads 
were  as  well  able  to  satisfy  the  shipper  and  the  traveler  as  any 
railroad  line  in  the  country.  Says  the  Interstate  Commerce 
Commission : 

It  has  been,  however,  no  part  of  the  Harriman  policy  to 
permit  the  properties  which  were  brought  under  the  Union 
Pacific  control  to  degenerate  and  decline ;  as  railroads  they  are 
better  properties  today,  with  lower  grades,  straighter  tracks, 
and  more  ample  equipment  than  they  were  when  they  came 
under  that  control.133 

There  is  no  evidence  that  the  physical  condition  of  the  allied 
lines  deteriorated  in  any  respect  after  the  merger;  in  fact  the 
reverse  is  true.  The  service  was  generally  improved  after  the 
merger,  except  that  the  scheduled  time  of  trains,  both  freight 

122  Ibid.,  p.  1953,  testimony  of  Peter  B.  Heinrichs. 

123  12  I.  C.  C.  Rep.,  323. 
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and  passenger,  was  considerably  longer  after  the  merger  than 
it  was  in  1900.  This  was  true  on  both  the  Sunset  and  Ogden 
routes ,  but  whether  or  not  this  was  due  to  lack  of  serious  com¬ 
petition  must  remain  a  matter  of  surmise.  It  is  explained 
reasonably  satisfactorily  by  the  operating  officials  of  the  system 
as  due  to  the  congestion  of  traffic  and  to  the  frequent  “slow 
orders”  which  were  rendered  necessary  by  the  construction 
work  along  the  lines.124  Nor  does  it  appear  that  this  circum¬ 
stance  occasioned  any  very  serious  complaint. 

To  the  statement  that  the  service  of  the  Harriman  proper¬ 
ties  improved  after  the  merger  there  are  two  conspicuous  ex¬ 
ceptions.  The  boat  service  between  Portland  and  San  Fran¬ 
cisco  deteriorated  from  a  four-day  to  a  five-day,  and  later  to 
a  weekly  service.125  Portland  shippers  complained  of  the 
inferiority  of  this  service;  and  it  appears  that  in  consequence 
of  poor  steamer  accommodations,  shippers  who  had  been  in 
the  habit  of  using  the  cheaper  water  route  were  now  forced 
to  use  the  rail  line  of  the  Southern  Pacific.126  It  should  be 
mentioned  in  this  connection,  that  the  local  Willamette  Valley 
steamship  service  of  the  Oregon  Railroad  and»  Navigation 
Company  also  deteriorated.  Service  between  San  Francisco 
and  Panama  via  the  Pacific  Mail  became  extremely  unsatis¬ 
factory.  The  boats  on  this  line  were  out  of  date,  they  did  not 
have  sufficient  space  and  they  were  characterized  by  shippers 
as  a  lot  of  tubs.”127  The  object  of  this  policy  with  respect 
to  the  Panama  service  was  obviously  to  lessen  the  use  of  this 
route  as  a  transcontinental  line  between  the  east  and  Califor¬ 
nia,  and  to  stimulate  traffic  by  way  of  the  rail  routes. 

During  an  Interstate  Commerce  Commission  investigation 
in  1907,  one  of  the  commissioners  suggested  to  a  witness,  Mr. 
Hannaford  of  the  Northern  Pacific,  who  had  been  making  a 


KruUscLTtt  andeLomaXx:  P‘  43”’  tCstimony  o£  WilIiam  L-  Park;  also  testimony  of 

?  Ibid.,  p.  2638,  testimony  of  D.  C.  O’Reilly;  evidence  before  ICC  Proc 
Spec-  Ex-,  P-  3403,  testimony  of  R.  P.  Schwerin.  ’  °C’ 

127ProcinsSc°FveV?egin  an?  tynn’  Poland  shippers,  before  I.  C.  C.  in  1907. 
r  T  1  p-  2Q97>  testimony  of  A.  L.  Scott;  Ibid.,  p.  3098,  testimony  of 

C.  L.  Michaels;  see  also  testimony  of  other  California  shippers.  y 
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sweeping  defense  of  the  monopoly  as  an  institution,  that  the 
excellent  railroad  passenger  service  between  Chicago  and  St. 
Paul  was  due  to  the  fact  that  there  were  a  half-dozen  lines 
competing  for  the  business,  while  the  ‘'midnight  horrors” 
between  New  York  and  Boston  were  a  result  of  the  New 
Haven’s  monopoly  of  the  New  England  transportation  busi¬ 
ness.128  Undoubtedly,  competition  is  a  wholesome  stimulant ; 
but  it  must  be  well  understood  that  the  trains  of  the  Union 
Pacific  have  at  no  time  in  the  last  twenty  years  been  “midnight 
horrors.”  On  the  contrary,  it  is  not  likely  that  anyone  who 
had  had  the  opportunity  of  riding  over  the  Union  Pacific  line 
during  the  last  half  of  the  decade  from  1900  to  1910  could 
fail  to  observe  the  excellent  character  of  the  transcontinental 
service.  The  fact  is  that  instead  of  deteriorating  by  reason  of 
the  lessening  or  partial  elimination  of  competition,  the  service 
was  materially  improved. 

While  the  traffic  of  the  Pacific  southwest  was  controlled 
largely  by  the  Union  Pacific-Southern  Pacific  system,  competi¬ 
tive  conditions  in  the  transcontinental  traffic  of  the  Pacific 
northwest  have  always  prevailed.  There  are  at  present  five 
main  routes  from  the  Great  Lakes  to  Oregon  and  Washington : 
the  Union  Pacific-Oregon  Short  Line,  the  Great  Northern, 
the  Northern  Pacific,  the  Canadian  Pacific,  and,  since  1909, 
the  Chicago,  Milwaukee  and  St.  Paul.  South  of  Portland, 
however,  the  Union  Pacific-Southern  Pacific  system  had  a 
virtual  monopoly,  which,  as  explained  above,  was  broken  only 
by  such  competition  as  was  offered  by  the  American-Hawaiian 
line  and  by  the  Santa  Fe;  but  the  competition  of  the  Santa  Fe 
was,  as  explained,  greatly  lessened  by  the  community  of  in¬ 
terest  which  the  Union  Pacific  had  in  it.  In  this  connection 
one  important  feature  should  be  borne  in  mind :  The  Union 
Pacific-Southern  Pacific  system  was  the  combining  of  compet- 

128  Evidence  before  I.  C.  C.,  p.  4824,  testimony  of  Hannaford.  That  would  appear 
to  be  the  weakness  of  the  Esch-Cummins  Railroad  Law,  which  limits  the  return  a 
railroad  can  make  and  lessens  many  of  the  incentives  to  competition  in  service,  without, 
however,  securing  the  advantages  of  a  general  consolidation. 
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ing  lines  into  a  great  unified  non-competing  system  which 
exercised,  directly  or  through  community  of  interests  arrange¬ 
ments,  what  was  almost  equivalent  to  monopolistic  control  of 
the  traffic  of  the  southwest  and  of  California.  However,  dur¬ 
ing  many  years  before  this  combination  was  effected,  the  South¬ 
ern  Pacific  exercised  a  practical  and  equally  effective  monopoly 
over  transportation  in  California.  The  control  by  the  Southern 
Pacific  of  three  of  the  four  rail  entrances  to  California,  and 
one  through  water  line  from  the  east  to  California,  namely, 
the  Sunset,  Ogden  and  Shasta  all-rail  routes  and  the  water 
route  by  way  of  Panama,  was  equivalent  to  a  monopoly,  which, 
so  far  as  California  was  concerned,  was  somewhat  strengthened 
but  not  brought  into  existence  by  the  Union  Pacific-Southern 
Pacific  combination;  it  is,  moreover,  clear  that  many  of  the 
objections  raised  to  the  Union  Pacific— Southern  Pacific  com¬ 
bination  were  not  warranted  by  the  facts;  and  the  evil  con¬ 
sequences  that  were  said  to  arise  out  of  the  combination  were 
greatly  exaggerated  by  popular  prejudice. 


CHAPTER  XIII 


THE  DISSOLUTION  OF  THE  UNION  PACIFIC- 
SOUTHERN  PACIFIC  COMBINATION 

Declaration  of  io  Per  Cent  Dividend 

As  the  decade  from  1900  to  1910  advanced,  the  prosperity 
of  the  Union  Pacific  mounted  higher  and  higher.  In  1905 
the  Commercial  and  Financial  Chronicle  said  in  an  editorial 
that  the  condition  of  its  treasury  was  “plethoric.”1  Earnings 
increased  rapidly  each  year.  The  gross  receipts  of  the  Union 
Pacific  system2  from  transportation  operations  grew  from 
$51,075,188.96  for  the  fiscal  year  ending  June  30,  1903,  to 
$67,281,542.60  for  the  year  ending  June  30,  1906,  notwith¬ 
standing  the  fact  that  the  total  mileage  of  the  system  was  359 
miles  less  in  1906  than  it  was  in  1903.  This  decrease  in 
mileage  is  accounted  for  by  the  sale  of  the  Oregon  Short  Line’s 
lines  south  of  Salt  Lake  City  to  the  San  Pedro,  Los  Angeles 
and  Salt  Lake  Railroad.  During  the  same  years,  that  is,  from 
1903  to  1906,  the  net  earnings  increased  from  $22,327,972.87 
to  $30,317,769.44.  In  addition  to  its  earnings  from  trans¬ 
portation,  the  Union  Pacific  realized  millions  of  dollars  an¬ 
nually  from  its  security  holdings  in  other  roads.  For  the 
fiscal  year  ending  June  30,  1903,  the  company’s  total  receipts, 
including  the  income  of  securities  owned,  amounted  to 
$55,610,466.23.  Each  succeeding  year  brought  a  large  in¬ 
crease,  until  for  the  year  ending  June  30,  1906,  the  company’s 
total  gross  receipts  amounted  to  $77,661,358.20.  At  the  close 
of  the  fiscal  year  1903  the  surplus  over  the  fixed  charges  was 
$15,276,642.47;  in  June,  1906,  it  amounted  to  $31,764,673.66. 
During  the  fiscal  year  ending  in  1903  the  company’s  surplus 
for  the  year  after  the  payment  of  dividends  amounted  to 

1  Chron.,  81:  1639  (1905). 

2  Not  including  the  lines  of  the  Southern  Pacific,  or  the  San  Pedro,  Los  Angeles 
and  Salt  Lake  Railroad. 
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$6,943,474.47;  for  the  fiscal  year  ending  June  30,  1906,  the 
surplus  for  the  year  amounted  to  $12,232,249.66? 

Until  1905  the  dividend  rate  upon  the  common  stock  re¬ 
mained  at  4  per  cent  per  annum.  In  that  year  the  rate  was 
increased  to  5  per  cent.  In  the  spring  of  1906  the  stock  was 
placed  on  a  6  per  cent  basis.  On  August  15,  1906,  the  directors 
declared  a  semiannual  dividend  of  5  per  cent  upon  the  common 
stock,  3  per  cent  payable  out  of  the  company’s  earnings  as  a 
carrier,  and  2  per  cent  out  of  its  income  which  it  derived  as 
a  holder  of  investment  securities.3 4  On  the  same  day  the  di¬ 
rectors  of  the  Southern  Pacific  Company  declared  a  semiannual 
dividend  of  per  cent  upon  that  company’s  common  stock. 
This  was  the  first  dividend  which  the  Southern  Pacific  Com¬ 
pany  had  paid  upon  its  common  shares.  The  action  of  its 
directors  in  declaring  this  Southern  Pacific  dividend  gave  an 
additional  return  to  the  Union  Pacific  of  $4,500,000  annually. 

The  dividend  declaration  of  the  Union  Pacific  made  at  this 
time  was  severely  criticized  in  many  quarters :  That  on  the  one 
hand,  if  the  finances  of  the  company  justified  the  dividend,  it 
indicated  that  the  road  was  overcharging  the  public;  that  if 
the  finances  of  the  company  did  not  justify  it  the  dividend  was 
a  stock  jobbing  operation ;  and  that  the  manner  of  declaring  the 
dividend  and  the  delay  in  its  announcement  was  an  act  of  bad 
faith  on  the  part  of  the  directors  to  the  outside  stockholders. 
It  had  been  expected  for  some  time  that  the  Southern  Pacific 
would  soon  pay  a  dividend  upon  its  common  stock ;  its  earnings 
would  have  justified  a  dividend  before  this  time,  and  individual 
stockholders  of  the  Southern  Pacific  had  at  times  expressed 
considerable  dissatisfaction  at  the  policy  of  the  Harriman 
management  in  putting  the  company’s  earnings  into  physical 
improvements.  With  the  Union  Pacific  the  case  was  somewhat 
different.  Notwithstanding  the  company’s  large  earnings,  to 
raise  the  dividend  rate  from  6  per  cent  per  annum  to  10  per 

3  Annual  Reports. 

meetin^VidenCe  beforc  ^  C*»  Proc-  Spec.  Ex.,  p.  223,  copy  of  minutes  of  directors’ 
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cent  per  annum  was  a  radical  step,  and  in  view  of  the  prevail¬ 
ing  attitude  of  the  public  toward  railways,  such  a  high  rate  of 
dividend  was  bound  to  attract  unfavorable  comment.  The 
circumstance,  moreover,  received  unfavorable  comment  for 
another  reason.  After  the  directors  had  voted  to  increase  the 
dividend  Harriman  suggested  at  the  same  meeting  that,  as 
some  of  the  directors  were  absent,  the  announcement  of  the 
dividend  should  be  deferred  until  these  absent  directors  could 
be  informed  of  the  action  taken  by  the  board,  and  that  the 
announcement  of  the  dividend  should  therefore  be  left  to  the 
executive  committee.  A  resolution  was  thereupon  passed, 
giving  to  the  executive  committee  the  power  to  declare  the 
dividend  and  to  take  such  action  as  might  be  deemed  advisable. 
The  executive  committee  met  on  the  afternoon  of  the  follow¬ 
ing  day,  August  16,  and  passed  a  resolution  which  directed  the 
secretary  of  the  Union  Pacific  to  give  notice  of  this  increased 
dividend  to  the  secretary  of  the  Stock  Exchange  on  August 
17,  before  ten  in  the  morning.5  The  dividend  was  therefore 
declared  on  August  15,  while  its  announcement  was  not  made 
until  August  17.  Announcement  of  the  Southern  Pacific  divi¬ 
dend  was  likewise  deferred  two  days,  that  is  from  August 
15  to  August  17.  The  announcement  of  these  dividends  would 
necessarily  affect  the  market  value  of  both  the  Union  Pacific 
and  Southern  Pacific  stock.  It  was  charged  that  Harriman 
and  his  associates  had  withheld  the  announcement  of  these 
dividends  for  speculative  purposes.  How  much  truth  there 
may  or  may  not  have  been  in  this  charge  cannot  be  learned 
from  available  sources  of  information.6 

The  large  earnings  of  the  Union  Pacific  did  in  fact  justify 
the  dividend  of  10  per  cent  upon  its  common  stock,  and  this 
dividend  rate  was  maintained.  The  road’s  ability  to  pay  with 
ease  generous  dividends  upon  a  high  capitalization,  while  at 

6  Evidence  before  I.  C.  C.,  Proc.  Spec.  Ex.,  p.  234,  copy  of  minutes  of  executive 
committee  meeting.  .  .....  . 

®  Harriman  refused  to  state  whether  he  was  directly  or  indirectly  interested  in  any 
Union  Pacific  stock  purchases  made  between  July  19,  1906,  and  August  17,  of  the  same 
year.  (Evidence  before  I.  C.  C.,  Proc.  Spec.  Ex.,  p.  796,  testimony  of  Harriman.) 
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the  same  time  extending-  its  control  and  influence  over  thou¬ 
sands  of  miles  of  railway,  was  partly  a  result  of  the  economical 
policy  of  the  management,  partly  a  consequence  of  the  phenom¬ 
enal  prosperity  of  the  first  few  years  of  the  twentieth  century, 
and  partly  due  to  a  fortunate  speculation.  The  prevailing 
public  opinion  was,  whether  rightly  or  wrongly,  that  railways 
had,  during  the  first  fifteen  years  of  the  present  century,  been 
becoming  too  prosperous  at  the  expense  of  the  general  public;7 
and  one  of  the  most  conspicuous  examples  of  an  apparently 
overprosperous  road  was  the  Union  Pacific.  A  feature  of  the 
first  decade  of  the  twentieth  century  was  the  growth  of  great 
combinations  of  capital  on  the  one  hand,  while  during  the 
same  period  a  growing  agitation  developed  for  the  dissolution 
of  large  combinations,  or  “trusts.”  “Trust-busting”  and  the 
restoration  of  competition  were  demanded  by  the  public.  The 
Harriman  transportation  system  was  not  only  placed  by  many 
persons  in  the  class  of  predatory  railroad  corporations,”  it  was 
also  looked  upon  in  many  quarters  as  a  dangerous  approach 
toward  monopoly. 


Interstate  Commerce  Commission  Investigation 

The  widespread  criticism  of  the  Harriman  “transportation 
monopoly”  increased  in  the  fall  of  1906,  after  the  declaration 
of  the  Union  Pacific  s  10  per  cent  dividend.  It  was  partly 
due  to  this  large  Union  Pacific  dividend,  and  partly  due  to  the 
charges  of  monopoly,  that  the  attention  of  the  Interstate  Com¬ 
merce  Commission  became  more  or  less  immediately  fixed  upon 
the  Harriman  system.  On  November  15,  1906,  the  Commis¬ 
sion  ordered  an  investigation  into  “the  matter  of  consolida¬ 
tions  and  combinations  of  carriers,  relations  between  such 
carriers,  and  community  of  interests  therein,  their  rates,  facil¬ 
ities  and  practices.”  The  investigation  was  confined  to  the 


rathcVai3 an nlnHtUIAte  1  *?at  -populfr  P«iu<jice  as  well  as  attempts  at  regulation  seek 
courarat*  lessening  of  railroad  profits,  since  such  course  necessarily  en- 

expavagance  and  discourages  investment  in  physical  improvements.  After 
it  is  determined  what  rates  are  reasonable  the  carriers  should  be  allowed  to  retain  the 

Cummins  effidenCy-  This  is  a  serious  weakncss  in  the  Present  Esch 
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Harriman  roads,  that  is,  to  the  Union  Pacific  and  the  roads 
in  which  the  Union  Pacific  was  interested.  Testimony  was 
taken  by  the  Commission  at  New  York,  Chicago,  Portland, 
Seattle,  San  Francisco,  and  Los  Angeles. 

The  inquiry  revealed  the  history  of  the  Union  Pacific  sys¬ 
tem  since  the  reorganization,  as  it  has  been  outlined  in  the  two 
preceding  chapters.  The  evidence  before  the  Commission 
showed  that  control  of  the  system  was  centralized  in  Harri- 
man’s  hands.  The  Union  Pacific’s  vast  purchases  in  the  stocks 
of  other  roads  had,  it  was  shown,  been  made  entirely  at  his 
instance;  in  these  and  other  transactions  he  had  acted  on  his 
own  initiative,  by  virtue  of  his  position  as  chairman  of  the 
executive  committee  of  the  Union  Pacific,  or  of  the  Southern 
Pacific  or  of  the  Oregon  Short  Line;  and  the  executive  com¬ 
mittees  invariably  ratified  his  actions.  The  “personal”  man¬ 
agement  of  the  Union  Pacific  and  its  allied  lines  was  found 
to  be  absolute.8 

The  Commission  also  pursued  its  inquiry  into  the  history 
of  the  reorganization  of  the  Chicago  and  Alton  Company,  but 
as  the  facts  relating  to  this  road  do  not  directly  bear  on  the 
Union  Pacific,  this  feature  of  investigation  need  not  be  entered 
into  in  detail. 

During  this  investigation  of  the  Harriman  lines,  Harri- 
man’s  testimony  before  the  Commission  attracted  attentipn, 
not  alone  because  of  facts  which  were  developed  by  his  testi¬ 
mony,  but  also  because  of  his  refusal  to  answer  certain  ques¬ 
tions  regarding  his  stock  transactions.  He  refused  to  reveal 
the  extent  of  his  interest  in  the  Illinois  Central  stock  which 
was  sold  to  the  Union  Pacific ;  or  whether  this  stock  had  been 
acquired  by  a  syndicate  or  pool  for  the  purpose  of  turning  it 
over  to  the  Union  Pacific.  He  also  refused  to  tell  whether  the 
Union  Pacific  had  purchased  its  Santa  Fe  stock  of  him.  Legal 
proceedings  were  later  instituted  by  the  Commission  in  order 
to  compel  Harriman  to  answer  questions  touching  these  mat- 


8  12  I.  C.  C.  Rep.  320. 
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ters  ;  but  the  United  States  Supreme  Court  sustained  Harriman 
in  his  refusal  to  answer.9 

As  the  facts  which  were  brought  out  in  the  investigation 
have  been  elsewhere  considered,  it  is  not  necessary  to  take  them 
up  here.10  The  Commission  in  its  report  outlined  the  develop¬ 
ment  of  the  Harriman  lines  from  1898  down  to  1907.  The 
report  placed  emphasis  upon  the  growth  of  the  Harriman- 
Union  Pacific  system,  and  the  expansion  of  its  influence,  until 
in  1907  the  system  included  the  following  railroads :  the  Union 
Pacific  and  its  subsidiary  lines,  and  the  Southern  Pacific;  a 
half-interest  in  the  San  Pedro,  Los  Angeles  and  Salt  Lake 
Railroad  and  in  the  Northwestern  Pacific;  a  dominant  interest 
in  the  Illinois  Central  and  the  St.  Joseph  and  Grand  Island- 
a  large  interest  in  the  Baltimore  and  Ohio,  and  Chicago  and 
Alton;  a  “community  of  interest”  representation  in  the  New 
York  Central,  and  the  Santa  Fe;  and  smaller  holdings  in  the 
Chicago,  Milwaukee  and  St.  Paul,  and  Chicago  and  North¬ 
western.  There  were  also  small  amounts  of  Great  Northern 
and  Northern  Pacific  stock  still  owned  by  the  Union  Pacific. 
In  addition,  there  were  included  within  the  combined  system : 
the  Southern  Pacific  Morgan  line  of  steamships;  the  Pacific 
Mail  Steamship  Company ;  the  Occidental  and  Oriental  Steam¬ 
ship  Company ;  the  Portland  and  Asiatic  Steamship  Company ; 
the  San  Francisco  and  Portland  Steamship  Company;  and 
street  railways  in  Ogden  and  Los  Angeles. 

Concerning  the  merger  of  the  Union  Pacific  and  the  South¬ 
ern  Pacific,  the  Commission  reported: 

The  effect  of  the  control  of  the  Southern  Pacific  by  the 
Union  Pacific  has  been  to  unify  and  amalgamate  the  manage¬ 
ment  of  these  two  railway  companies  and  their  steam-ship 
lines,  and  to  eliminate  competition  between  them  in  transcon¬ 
tinental  business  and  in  business  to  and  from  oriental  ports.” 

T*le  Commission  made  three  general  recommendations:12 

S3  L^Ed^r  Intersta,e  Commerce  Commission,  211  U.  S.  407,  29  S.  Ct.  .,5, 

11  See/w^-a,  Chapters  XI  and  XII. 

11  12  I.  C.  C.  Rep.  345. 


12  13  I.  C.  C.  Rep.  346. 
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1.  That  the  function  of  a  railroad  be  confined  to  transporta- 
'  tion,  and  that  railroads  be  riot  permitted  to  invest  in 

stocks  and  bonds  of  their  roads,  except  of  connecting 
lines,  and  that  surplus  funds  be  expended  in  developing 
the  country  and  building  feeder  lines  instead  of  in 
stock  acquisition. 

2.  That  it  was  contrary  to  public  policy  for  one  railroad 

to  acquire  control  of  parallel  and  competing  lines. 
“Competition  between  railways,”  says  the  report,  “as 
well  as  between  other  industries,  is'  the  established 
policy  of  the  nation.”. 

3.  That  some  reasonable  regulation  be  imposed  upon  the 

issuance  of  securities  by  railways,  with  a  view  of  pre¬ 
venting  their  inflation  for  speculative  purposes. 


Government  Suit  to  Dissolve  Merger 


The  above  investigation  and  report  attracted  wide  publicity, 
and  very  soon  bore  fruit.  On  February  18,  1908,  the  local 
United  States  District  Attorney  for  the  district  of  Utah,  acting 
under  the  direction  of  Attorney-General  Charles  J.  Bonaparte, 
brought  suit  in  the  United  States  Circuit  Court  for  the  purpose 
of  breaking  up  the  Union  Pacific-Southern  Pacific  combina¬ 
tion,  and  of  compelling  the  Union  Pacific  to  dispose  of  its 
holdings  in  competing  roads.  The  defendants  were: 


The  Union  Pacific  Railroad 
Company 

The  Oregon  Short  Line 
Railroad  Company 

The  Oregon  Railroad  and 
Navigation  Company 

The  San  Pedro,  Los  Angeles 
and  Salt  Lake  Railroad 
Company 

The  Atchison,  Topeka  and 
Santa  Fe  Railroad  Com¬ 
pany 

The  Southern  Pacific  Com- 


The  Northern  Pacific  Railway 
Company 

The  Great  Northern  Railway 
Company 

The  Farmers’  Loan  and  Trust 
Company 

Edward  H.  Harriman 
Jacob  H.  Schiff 
Otto  H.  Kahn 
James  Stillman 
Henry  H.  Rogers 
Henry  C.  Frick 
William  H.  Clark 


pany 
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As  a  consequence  of  the  Northern  Securities  case,  and  of 
the  manner  in  which  the  Northern  Securities  Company  was  dis¬ 
solved,  the  Union  Pacific  system  had  acquired  large  stockhold¬ 
ings  in  the  Great  Northern  and  Northern  Pacific.  The  greater 
part  of  these  holdings  had  been  disposed  of  by  1908;  but  the 
Union  Pacific,  through  the  Oregon  Short  Line,  still  held  small 
amounts  of  stock  in  both  the  Great  Northern  and  Northern 

Pacific. 

The  complaint  recited  briefly  the  events  which  eventually 
resulted  in  the  situation  as  it  was  in  1908,  and  alleged  in  sub¬ 
stance  1  that  the  defendants  Harriman,  Schiff,  Kahn,  Stillman, 
and  the  Union  Pacific  Railroad  had  acquired  a  controlling 
interest  in  the  Southern  Pacific  Company  with  a  view  “to  place 
restraint  upon  all  competitive  interstate  and  foreign  trade  and 
commerce  carried  by  them,  and  to  monopolize  and  attempt  to 
monopolize  the  same,  and  to  suppress  the  competition  thereto¬ 
fore  existing  between  the  same  in  interstate  and  foreign  trade 
and  commerce” ;  that  “the  same  defendants,  and  other  parties 
to  complainant  unknown”  caused  the  Union  Pacific  to  acquire 
a  majority  of  shares  of  the  Northern  Pacific  Railway,  which 
shares  were  exchanged  for  shares  of  the  Northern  Securities 
Company;  that  shares  of  the  Northern  Securities  Company 
were  subsequently  exchanged  for  shares  of  Great  Northern 
and  Northern  Pacific,  and  that,  though  a  certain  amount  had 
been  disposed  of,  a  large  amount  of  these  shares  of  Great 
Northern  and  Northern  Pacific  were  still  owned,  “which  said 
shares,  and  each  and  all  of  them,  were  illegally  held  by  said 
Oregon  Short  Line  Railroad  Company  as  the  agent  and  repre¬ 
sentative  of  said  conspirators,  and  are  held  pursuant  to  said 
conspiracy  and  not  otherwise’  ;  that  the  defendant  Clark  and 
certain  associates  incorporated  the  San  Pedro,  Los  Angeles  and 
Salt  Lake  Railroad  Company  to  build  an  independent,  com¬ 
peting  line  from  San  Pedro,  through  Los  Angeles  to  Salt  Lake 
City,  and  that  the  defendants,  Harriman,  Schiff,  Kahn,  Still¬ 
man,  the  Union  Pacific  Railroad  and  the  Oregon  Short  Line, 
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for  the  sole  purpose  of  restraining  trade  and  commerce  among 
the  States  and  with  foreign  nations  and  monopolizing  the  same 
as  hereinbefore  more  particularly  set  forth  and  of  preventing 
competition  between  said  railway  so  in  the  process  of  construc¬ 
tion,  and  said  Union  Pacific  Railroad  system,  including  the 
said  Southern  Pacific  system/5  by  means  of  “threats,  litigation 
and  other  interference,55  succeeded  in  inducing  Clark  and  his 
associates  “to  desist  from  and  abandon  their  proposed  inde¬ 
pendent  competing  line,55  and  that  “said  Harriman  and  his 
associates  hereinbefore  named  and  said  Oregon  Short  Line 
Railroad  Company  on  the  one  part,  and  the  said  Clark  and  his 
associates  upon  the  other  part,  combined  and  confederated  to¬ 
gether  to  suppress  such  proposed  competition,55  with  the  result 
that  ‘in  pursuance  of  the  said  combination,  confederation  and 
conspiracy,55  there  was  no  competition  between  the  San  Pedro, 
Los  Angeles  and  Salt  Lake  Railroad  and  the  lines  controlled 
by  Harriman;  and  finally  that  “pursuant  to  said  conspiracy,55 
the  defendants,  Harriman,  Schiff,  Kahn,  Stillman,  Rogers  and 
Frick,  had  made  large  purchases  of  Santa  Fe  stock,  and  that 
the  defendants  Rogers  and  Frick,  who  were  directors  of  the 
Union  Pacific,  were  directors  of  the  Santa  Fe. 

The  complaint  asked  the  court  to  grant  relief  by  perpetually 
enjoining  the  Union  Pacific,  the  Oregon  Short  Line,  the  Ore¬ 
gon  Railroad  and  Navigation  Company,  or  any  officers  or 
directors  of  these  companies,  from  “purchasing,  acquiring,  re¬ 
ceiving,  holding,  voting  (whether  by  proxy  or  otherwise),  or 
in  any  manner  acting  as  the  owner  of  the  shares  of  the  capital 
stock  of  either  the  Northern  Pacific  Railway  Company,  the 
Great  Northern  Railway  Company,  the  San  Pedro,  ’  Los 
Angeles  and  Salt  Lake  Railroad  Company,  the  Atchison, 
Topeka  and  Santa  Fe  Railway  Company,  and  the  Southern 
Pacific  Company.55  The  government  also  asked  that  the  five 
railway  companies  last  mentioned13  “be  perpetually  enjoined 


the  SaIhPe?//thfrn  ?acifi,c  RailJwa>r  Company,  the  Great  Northern  Railway  Company 
and  Santa  F4  RaUwa^&tpan?^  T°P<*= 
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from  in  any  manner  recognizing  or  accepting  the  said  Union 
Pacific  Railroad  Company,  the  Oregon  Short  Line  Railroad 
Company,  the  Oregon  Railroad  and  Navigation  Company,  or 
any  person  or  corporation  whatsoever,  in  their  interest  or  in 
the  interest  of  any  one  of  them,  as  the  owner  or  holder  of  any 
shares”  of  the  capital  stock  of  the  companies  named. 


Progress  of  the  Suit ;  Death  of  Harriman 

After  the  different  defendants  made  their  answers  to  the 
complaint,  a  special  examiner  was  appointed  to  take  testimony. 
Hearings  commenced  in  the  late  fall  of  1908.  The  taking  of 
testimony  was  not  completed  until  April,  1910-  Hearings  were 
held  in  different  parts  of  the  country,  and  the  evidence  covers 
somewhat  the  same  ground  as  that  taken  in  1907  by  Inter¬ 
state  Commerce  Commission,  but  is  very  much  more  detailed 
and  voluminous.  The  important  facts  which  came  out  at  the 
different  hearings  have  already  been  considered,  so  that  it  is 
not  necessary  to  discuss  them  here.  Before  the  testimony  was 
closed,  the  Union  Pacific  sold  its  shares  of  Santa  Fe  stock,  and 
its  remaining  shares  of  Great  Northern  and  Northern  Pacific, 
thus  ending  the  “community  of  interest”  relations  which  it  had 
with  those  two  companies.14  The  question  of  ‘  restraint  of 
trade”  was  therefore  now  involved  only  in  the  Union  Pacific  s 
stock  interest  in  the  Southern  Pacific  and  in  the  San  Pedro, 
Los  Angeles  and  Salt  Lake  Railroad. 

While  these  hearings  were  still  in  progress,  Harriman  died, 
in  September,  1909,  at  his  home  in  Arden,  New  York.  Judge 
Robert  S.  Lovett,  who  had  been  general  counsel  of  the  Harri¬ 
man  roads,  was  chosen  to  succeed  him  as  president  of  each  of 
the  allied  lines.  Lovett  remained  the  president  of  the  Union 
Pacific  Railroad  until  recently. 

After  the  testimony  had  all  been  taken  the  suit  to  dissolve 
the  Union  Pacific-Southern  Pacific  combination  was  argued 
before  the  circuit  court  early  in  1911.15 


14  Annual  Reports. 

16  See  United  States  v. 


Union  Pacific  Railroad  et  al.,  188  Fed.  102. 
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The  geographical  situation  of  the  Union  Pacific  and  South¬ 
ern  Pacific,  and  the  extent  to  which  these  two  lines  were 
actually  competitors  prior  to  the  combination  has  already  been 
considered,  and  this  question  is  not  therefore  discussed  here. 
The  case  of  the  defendants  depended  to  a  considerable  extent 
upon  the  meaning  of  the  word  “competition.”  The  railroads 
claimed  that  since  a  road  could  not  compete  with  its  connec¬ 
tions,  the  Union  Pacific  and  Southern  Pacific  could  not  be 
classed  as  competitors;  that  the  Southern  Pacific  was  not  a 
competitor  of  its  own  connecting  lines,  either  at  New  Orleans, 
K1  Paso,  or  Ogden;  that  two  independent  lines  cannot  be  said 
to  be  competing  in  a  direct  sense,  as  distinguished  from  some 
indirect  and  “limited”  sense,  unless  they  are  related  by  common 
terminals;  that  the  Union  Pacific  was  not,  therefore,  a  com¬ 
petitor  of  the  Sunset  Route,  and  that  the  amount  of  actual  com¬ 
petitive  business  was  so  small  as  to  be  inconsequential.  Attor¬ 
neys  for  the  railroads  also  further  argued  that  the  restriction 
of  competition,  if  any,  must  be  direct,  not  remote;  substantial, 
not  incidental,  or  relatively  unimportant;  and  undue  and  un¬ 
reasonable;  and  the  combination  of  the  Union  Pacific  and 
Southern  Pacific,  if  it  restrained  trade  at  all,  did  not  constitute 
an  unreasonable  restraint  of  trade. 

Decision  of  the  Supreme  Court 

Such,  in  brief,  was  the  case  of  the  railroads.  In  1911  the 
circuit  court  upheld  the  validity  of  the  Union  Pacific-Southern 
Pacific  combination.16  The  government  thereupon  appealed  to 
the  United  States  Supreme  Court.  The  case  was  argued  before 
the  Supreme  Court  in  April,  1912,  and  the  decision  of  the 
court  in  favor  of  the  government  was  announced  on  December 
2,  1912.  The  Supreme  Court  decided:17 

1.  That  a  combination  of  railroads  which  places  a  single 
dominating  control  in  one  corporation,  so  that  compe- 

18  See  United  States  v._  Union  Pacific  Railroad  et  al.,  188  Fed.  102. 

17  United  States  v.  Union  Pacific  Railroad  Company  et  al.,  226  U.  S.  61  «  S  Ct 
53,  57  L.  Ed.  124. 
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won  is  unduly  restricted  or  suppressed,  constitutes 
i  viola. don  of  the  Sherman  Act,  whether  the  result 
is  accomplished  through  a  holding  company,  or  through 
direct  transfer  of  a  dominating  stock  interest  from 
cue  to  the  other.13 

r.  That  a  rurchase  by  one  railway  company  of  stock  in  a 
competing  read,  though  legal  under  its  charter,  comes 
within  the  inhibition  of  the  Anti-Trust  Act. 

5.  That  the  acquisition  of  the  Southern  Pacific  by  the  Union 
Facihc  was  an  idegal  combination,  since  the  two  sys¬ 
tems  were  ccmpetftors  for  business  large  in  volume, 
though  small  in  comparison  with  the  total  traffic  car¬ 
ried. 

_  Thar  the  federal  district  court15  should  enjoin  the  Union 
Facihc.  or  any  corporation  or  person  in  its  interest, 
from  voting  its  stock  of  the  Southern  Pacific,  and 
from  making  any  transfer  which  might  continue  the 
Union  radhc  control ;  and  that  the  district  court 
er  :n  the  payment  of  dividends  on  Southern  Pacific 
stock  while  it  was  stkl  held  by  the  Union  Pacific,  except 
to  a  receiver  appointed  by  the  court. 

5.  That  ‘my  oian  tor  the  disposition  of  the  shares  of  stock 
:f  the  Southern  Facihc  Company,  found  by  the  Federal 
Supreme  Court  to  have  been  acquired  by  the  Union 
Facihc  Fmlrsac  Company,  contrary’  to  the  act  of  July 
a.  1  Foe  prohibiting  combinations  in  the  restraint  of 
interstate  trace  must  be  such  as  effectively  to  dissolve 
he  unlawful  combination,  and  must  be  subject  to  the 
mprtml  me  decree  of  the  district  court,  which  shall 
proceed,  upon  the  presentation  of  any  plan,  to  hear 
me  government  and  the  defendants,  and  may  bring 
m  my  additional  parties  whose  presence  may  be  neces¬ 
sary  to  a  oral  dispositicr.  of  the  stock  in  conformity 
m  me  views  of  the  Supreme  Court.” 


5  -  3*  nizlrzans  nmrended  tfiat  he  Zn ica  PahSe-Sotstbem  Pacific  combitutv/n  dif- 
h^ea  he  SOrdiem.  Sen: imzes  zzmhinazicn  in.  that  the  XJnv.r.  Pacific  controlled  the 

Ssmhem  Tneznc  zirenzi-  ^inle  he.  Z-.rhem  Securities  Cc.rz.-y*. nj  h aA,  hern  a  hcAd'mz 

nsosraizv 

3  ,=ren;_St5rEs  _Caurta  -ver-,  akfisld  in  1511,  and  ffudr  faftiAiction  «/n- 

znrm  rra  .  —tea  Stsres  Oistr-_cr  tnnrti  . zhan%»  vs,*  egerA  Jiniarv  1  ton. 
-ter  tt  i&arcn  3,  ^ri,  36.  Star.  I_  1167.) 
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6.  That  the  decision  was  not  to  be  construed  as  prohibiting 

the  Union  Pacific  from  retaining  the  Central  Pacific 
line  from  Ogden  to  the  coast  if  the  latter  line  were 
separated  from  the  Southern  Pacific  system;  or  from 
retaining  the  San  Pedro,  Los  Angeles  and  Salt  Lake 
Railroad. 

7.  That  three  months  be  allowed  for  the  submission  to  the 

district  court  of  plans  for  dissolving  the  combination, 
failing  which  the  court  should  dispose  of  the  stock 
by  receivership  and  sale. 

Attempt  to  Retain  Central  Pacific 

This  decision  affected  the  relation  of  the  Union  Pacific  and 
Southern  Pacific  only.  The  Union  Pacific’s  interest  in  the 
San  Pedro,  Los  Angeles  and  Salt  Lake  Railroad  was  left  undis¬ 
turbed.20  The  first  plan  suggested  as  a  means  for  carrying  out 
the  court’s  decree  was  that  the  Union  Pacific  sell  its  shares  of 
Southern  Pacific  to  stockholders  of  the  Union  Pacific,  in  pro¬ 
portion  to  their  holdings,  or  distribute  these  shares  among  its 
stockholders  as  a  dividend.  A  motion  to  this  effect  was  sub¬ 
mitted  to  the  United  States  Supreme  Court  on  December  9, 
1912.  On  January  6,  1913,  the  Supreme  Court  rejected  this 
plan. 

We  are  of  the  opinion,  however,  and  now  hold  that  the 
proposed  plan  of  disposition  of  the  entire  stock  holdings  of 
the  Union  Pacific  Co.  in  the  Southern  Pacific  Co.  by  transfer 
to  the  stockholders  of  the  Union  Pacific  Co.  will  not  so  effec¬ 
tually  end  the  combination  as  to  comply  with  the  decree  here¬ 
tofore  ordered  by  this  Court  to  be  entered.31 

Upon  the  failure  of  the  Supreme  Court  to  accept  the  above 
plan  for  the  dissolution  of  the  two  companies,  a  new  plan  was 
formulated,  which  was  announced  early  in  February,  1913. 
This  plan  was  in  substance :  that  the  Southern  Pacific  stock 
owned  by  the  Union  Pacific,  amounting  in  all  to  $126,650,000 

20  The  name  of  this  road  has  very  recently  been  changed  to  the  Los  Angeles  and 
Salt  Lake  Railroad. 

21  United  States  v.  Union  Pacific  Railroad  Company  et  al.,  226  U.  S.  470,  33  S.  Ct. 
162,  57  L.  Ed.  306. 
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par  value  out  of  a  total  of  $272,672,405  par  value,  was  to  be 
offered  to  stockholders  of  the  Union  Pacific  and  Southern 
Pacific  (other  than  the  Union  Pacific  and  the  Oregon  Short 
Line)  for  subscription  at  98 per  cent  and  accrued  dividend; 
that  the  proceeds  of  $84,675,500  of  this  stock,  less  the  under¬ 
writing  commissions  and  expenses,  be  paid  over  to  the  South¬ 
ern  Pacific  Company,  together  with  $5,449,000  in  the  Southern 
Pacific’s  4  per  cent  gold  bonds  and  $14,065,441  in  cash; 
that  in  return  the  Southern  Pacific  turn  over  to  the  Union 
Pacific  the  entire  capital  stock  of  the  Central  Pacific,  consisting 
of  $67,275,500  par  value  of  common  and  $17,400,000  par 
value  of  preferred.22 

This  plan  was  submitted  to  the  United  States  district 
court;  but  in  order  that  it  might  be  carried  out  it  was  in  the 
opinion  of  the  counsel  of  the  Union  Pacific  Railroad  necessary 
or  desirable  that  the  plan  have  the  approval  of  the  California 
Railroad  Commission.  This  Commission,  however,  objected 
to  many  minor  features  of  the  proposed  plan  whereby  the 
Union  Pacific  would  acquire  the  Central  Pacific  from  Ogden 
to  the  coast.  In  a  telegram  to  the  Attorney-General  of  the 
United  States,  the  Commission  objected  “to  the  breaking  up 
of  the  local  system  of  the  Southern  Pacific  within  the  state 
of  California  into  two  dissociated  local  systems,  with  attendant 
inconvenience  to  shippers,”  and  suggested  that  the  design  of 
divesting  the  Southern  Pacific  of  a  line  from  the  coast  to 
Ogden  could  be  brought  about  equally  well  by  “a  lease  by  the 
Union  Pacific  of  the  main  line  of  the  Central  Pacific  from 
Ogden  to  Sacramento,  and  thence  via  Stockton  and  Niles  to 
Oakland,  thus  leaving  the  Southern  Pacific  in  control  of  the 
local  system  within  the  State  of  California.” 

Both  the  Union  Pacific  and  Southern  Pacific  endeavored 
to  work  out  some  plan  which  would  be  satisfactory  to  the 

tj  T  The  original  P^n  was  to  turn  over  to  the  Southern  Pacific  $84,675,500  Southern 
Lacinc  stock,  $5,449,000  in  Southern  Pacific  bonds  owned  by  the  Union  Pacific,  and 
$14,065,441  in  cash.  I  he  plan  was  modified  because  of  legal  doubts  regarding  the 
right  ot  the  Southern  Pacific  to  acquire  its  own  shares.  (Chron.  96:  421  [1913].) 
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Commission,  and  certain  modifications  in  respect  to  trackage 
rights  and  joint  terminals  were  made  to  the  plan  in  the  expecta¬ 
tion  that  these  modifications  would  meet  the  approval  of  the 
California  Railroad  Commission.  The  Commission,  however, 
withheld  its  approval.  The  plan  for  the  acquisition  by  the 
Union  Pacific  of  the  Central  Pacific  was  definitely  abandoned 
in  March,  1913.23 

It  is  difficult  to  understand  why  the  California  Railroad 
Commission  was  opposed  to  a  plan  whereby  the  Union  Pacific 
should  acquire  the  Central  Pacific  line  to  California.  The 
grounds  on  which  its  objection  was  based  seem  trivial.  The 
“monopoly”  which  existed  in  the  Union  Pacific-Southern 
Pacific  combination  lay  chiefly  in  the  fact  that  the  Southern 
Pacific  Company  owned  three  out  of  the  five  rail  approaches 
to  California  and  was  also  without  serious  competition  in 
regard  to  the  local  traffic  of  the  state.  The  preponderating 
sentiment  of  the  state  of  California  has  been  and  is  antago¬ 
nistic  to  the  Southern  Pacific  Company.  An  opportunity  was 
here  offered  for  the  Union  Pacific  to  enter  the  state  as  a  com¬ 
peting  line  of  the  Southern  Pacific,  and  this  opportunity  was 
cast  aside  by  the  California  Railroad  Commission.  The  plan 
proposed  by  the  Union  Pacific  and  Southern  Pacific  bore 
every  indication  of  having  been  made  in  good  faith,  and  of 
being  a  practical  as  well  as  a  sound  economic  solution  of  the 
situation,  and  the  position  taken  by  the  California  Railroad 
Commission  is  therefore  the  more  inexplicable.  How  far  the 
position  of  the  Western  Pacific  and  in  what  manner  that 
company  may  have  influenced  the  situation  is  not  known.24 

23  See  Chron.  96:  655  (1913),  and  Chron.  96:  865  (1913). 

24  In  1911,  the  Western  Pacific  was  completed  as  a  part  of  the  Missouri  Pacific- 
Denver  and  Rio  Grande  system,  from  Salt  Lake  City  to  San  Francisco.  This  road, 
though  not  a  party  to  the  proceedings  relating  to  the  Union  Pacific  and  Southern 
Pacific,  interposed  two  objections  to  the  plan.  The  Western  Pacific  objected  to  the 
application  of  the  Union  Pacific  for  an  exclusive  lease  of  the  new  line  of  the  Southern 
Pacific  from  Oakland  to  Sacramento  via  Benicia,  known  as  the  Benicia  Short  Line,  a 
line  which  would  save  the  Union  Pacific  80  miles  into  Oakland.  The  original  Central 
Pacific  line  between  Sacramento  and  San  Francisco  went  by  way  of  Stockton  and  Niles 
somewhat  to  the  south  of  the  new  Short  Line.  The  Commission  held  that  if  the 
Southern  Pacific  granted  the  Union  Pacific  the  use  of  the  Short  Line  it  should  accord 
all  competing  carriers  like  privileges  on  similar  terms.  The  Western  Pacific  also 
objected  to  a  provision  in  the  proposed  arrangement  giving  the  Central  Pacific  in 
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After  the  failure  of  this  plan,  the  Union  Pacific  asked  that 
the  time  limit  for  the  formulation  of  a  plan  of  dissolution  be 
extended  to  July  i,  1913.  This  extension  was  granted.  Efforts 
were  made  to  formulate  a  new  plan  which  should  include  the 
transfer  of  the  Central  Pacific  to  the  Union  Pacific;  but  it 
finally  became  apparent  that  no  arrangement  could  be  made 
which  would  be  satisfactory  to  both  the  Union  Pacific  and  the 
Southern  Pacific,  and  at  the  same  time  satisfactory  to  the 
government,  the  California  Railroad  Commission,  and  of 
certain  foreign  creditors  of  the  Southern  Pacific  whose  con¬ 
sent  was  necessary  by  reason  of  certain  provisions  of  a 
collateral  trust  indenture  made  by  the  Southern  Pacific.26 

Plan  of  Dissolution 

The  plan  finally  formulated  and  adopted  was  as  follows: 
that  $38,292,400  of  Southern  Pacific  stock  owned  by  the 
Union  Pacific  be  exchanged  for  $42,547,300  of  Baltimore 
and  Ohio  stock  owned  by  the  Pennsylvania  lines ;  this  exchange 
to  be  consummated  within  twenty  days  from  the  decree;  that 
the  remaining  $88,357,600  of  Southern  Pacific  stock  owned 
by  the  Union  Pacific  be  deposited  with  a  trust  company,  to  be 
appointed  by  the  court;  that  the  Union  Pacific  and  Oregon 
Short  Line  offer  to  their  stockholders,  preferred  and  common, 
the  right  to  subscribe  to  certificates  of  interest  representing 
the  Southern  Pacific  shares  deposited  with  the  trustee,  this 
offering  to  include  all  accumulated  dividends  and  to  be  at  such 
price  and  upon  such  terms  as  the  Union  Pacific  should  deter¬ 
mine,  but  that  neither  the  Union  Pacific,  the  Oregon  Short 
Line,  or  any  corporation  controlled  by  either  be  permitted 
to  acquire  the  said  certificates  of  interest;  that  these  certificates 
of  interest  be  negotiable,  and  that  the  holder  of  a  full-paid 
certificate  might  at  any  time  prior  to  January  1,  1916,  by 

Southern  Pacific  territory  and  the  Southern  Pacific  in  Central  Pacific  territory  the 
right  to  the  use  of  the  terminals  and  commercial  tracks  of  the  owning  company.  The 
Railroad  Commission  sustained  the  Western  Pacific  in  both  objections,  and  objected  to 
certain  other  minor  features  of  the  proposed  arrangement. 

26  Chron.  96:  1558  (1913)- 
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presenting  and  surrendering  the  same  to  the  trustee  receive 
the  number  of  shares  of  Southern  Pacific  stock  represented 
thereby,  together  with  all  dividends  thereon,  beginning  with 
that  of  April  1,  1913  (but  without  interest),  but  only  upon 
the  express  condition  that  he  make  an  affidavit  in  the  form 
prescribed,  showing  in  substance  that  he  was  not  the  owner 
of  any  shares  of  stock  of  the  Union  Pacific,  that  he  was  “mak¬ 
ing  the  application  in  his  own  behalf,”  and  that  he  was  “not 
acting  for  or  on  behalf  of  any  stockholders  of  the  Union 
Pacific  Company  or  in  concert,  agreement  or  understanding 
with  anyone  seeking  to  control  the  Southern  Pacific  Company 
in  the  interest  of  the  Union  Pacific  Company”;  that  if  any 
certificates  of  interest  should  still  be  outstanding  on  January 
1,  1916,  the  trustee  was  to  sell  the  stock  represented  thereby 
and  pay  the  proceeds  to  the  lawful  holders.26 

This  plan  was  approved  by  the  court  on  June  30,  1913. 
Its  effect,  according  to  the  Attorney-General,  Mr.  McReynolds 
would  be  to  vest  in  the  Union  Pacific  the  ownership  of  about 
38.66  per  cent  of  the  stock  of  the  Baltimore  and  Ohio27  and 
to  vest  in  the  Pennsylvania  the  ownership  of  about  14  per 
cent  of  the  stock  of  the  Southern  Pacific  Company.  One 
feature  of  the  plan  was  that  it  would  destroy  the  stockholding 
relations  then  existing  between  the  Pennsylvania  and  the 
Baltimore  and  Ohio,  a  relation  which  was  objectionable  since 
these  two  systems  were  competing  lines.  Pursuant  to  the 
arrangement  the  Union  Pacific  offered  to  its  stockholders  the 
right  to  subscribe  to  the  extent  of  27  per  cent  of  their  holdings 
for  these  certificates  of  interest  in  the  883,576  shares  of 
Southern  Pacific  stock,  par  value,  $88,357,600,  deposited  with 
the  trustee.  The  price  of  subscription  was  $92  a  share,  that 
is,  $88  a  share  and  accrued  dividends.  Certificates  of  interest 
amounting  in  all  to  $88,357,600  were  issued,  this  sum  being 

jchron.  or:  50  (.913). 

and  Ohio!8  mcluded  th<!  stock  aIrMdy  own'd  V  the  Union  Pacific  in  the  Baltimore 
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the  par  value  of  the  Southern  Pacific  stock  deposited  with  the 
trustee.28 

Extra  Dividend 

The  plan  was  carried  out  as  intended.  Considerable  specu¬ 
lation  developed  regarding  what  disposition  the  Union  Pacific 
would  make  of  the  proceeds  from  the  sale  of  the  above-men¬ 
tioned  certificates  of  interest.  Rumors  of  an  extra  dividend 
were  general.  The  cash  proceeds  from  the  sale  of  these  cer¬ 
tificates  of  interest  were,  however,  “temporarily  invested  in 
railroad  bonds,  equipment  trust  obligations,  short  term  railroad 
notes  and  secured  loans,  which,  while  affording  a  reliable 
income,  can  be  converted  into  cash  when  needed.”29  Later,  in 
January,  1914,  the  Union  Pacific  declared  an  extra  dividend, 
as  follows :  Each  holder  of  one  share  of  Union  Pacific 
common  stock  received : 


Par  Value 

Yielding 

Baltimore  and  Ohio  preferred.. 

_ $12.00 

at 

4% 

$  .48 

Baltimore  and  Ohio  common... 

....  22.50 

at 

6% 

1-35 

Cash  . 

-  300 

at 

6% 

.18 

$37.50 

$2.01 

The  regular  annual  dividend  rate  was  reduced  at  the  same 
time  from  10  to  8  per  cent  per  annum.  The  distribution  of 
the  Baltimore  and  Ohio  stock  was  made  to  meet  the  expecta¬ 
tions  of  shareholders;  to  avoid  criticism  for  holding  stock  in 
a  competing  line,  since  the  Union  Pacific  owned  $17,857,100 
of  New  York  Central  stock;  and  “to  effect  the  reduction  in 
the  annual  dividend  rate,  10  per  cent  being  considered  an  unde¬ 
sirably  high  rate  in  view  of  the  present  attitude  of  railway 
and  state  legislation.”30 

28  Of  the  Oregon  Short  Line’s  issue  of  4  per  cent  refunding  bonds  (see  pp.  281-2) 
the  Union  Pacific  held  $55,000,000.  The  Union  Pacific  canceled  these  $55,000,000  of 
Oregon  Short  Line  bonds,  and  thus  released  the  shares  of  Southern  Pacific  stock  which 
had  been  pledged  as  part  collateral  to  secure  the  payment  of  the  entire  issue  of 
$100,000,000. 

28  Annual  Report,  1914. 

80  Chron.  98:  157  (1914). 
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It  was  intended  that  this  extra  dividend  be  paid  April  i, 
1914,  but  owing  to  litigation  in  the  New  York  State  courts 
the  payment  was  deferred.  This  litigation  was  instituted  by 
the  Equitable  Life  Assurance  Society  for  the  purpose  of 
enjoining  the  payment  of  the  extra  dividend  upon  the  common 
shares,  since  the  preferred  shareholders  were  excluded  from 
participating  in  this  dividend.  The  injunction  was,  however, 
denied.  On  May  1,  1914,  the  Appellate  Division  of  the 
Supreme  Court  of  New  York  upheld  the  right  of  the  company 
to  pay  this  extra  dividend  to  its  common  shareholders.31  Upon 
appeal  to  the  New  York  Court  of  Appeals,  the  Court  of 
Appeals  affirmed  the  action  of  the  lower  court  and  denied  the 
motion  of  the  Equitable  Life  Assurance  Society  to  enjoin 
the  company  from  distributing  this  extra  dividend.32 

The  dividend  was  paid  July  20,  1914.  The  amounts  dis- 
tributed  were  as  follows  :33 


Total  Owned 


Total  by  Union 


Per  Share 
. .  .$12.00 
. . .  22.50 
. . .  3.00 


Distributed  Pacific 


Baltimore  and  Ohio  preferred 
Baltimore  and  Ohio  common 
Cash . 


$26,674,005  $28,480,000 

50,013,765  53,607,800 

6,668,50  2  . 


During  the  five  years  from  1909  to  1914,  the  Union  Pacific 
system  had  constructed  additional  branches  and  feeders.  One 
of  the  most  important  of  these  feeders  was  a  new  line  from 
Portland  to  Seattle,  which  was  completed  early  in  1910.  This 
road,  the  Oregon  and  Washington  Railroad,  together  with  a 
number  of  other  subsidiary  corporations  of  the  Union  Pacific 
system  owning  lines  in  the  region  of  the  Pacific  northwest,  was 
consolidated  in  December,  1910,  with  the  Oregon  Railroad 
and  Navigation  Company.  The  new  subsidiary  corporation 
thus  organized  became  known  as  the  Oregon- Washington 
Railroad  and  Navigation  Company.  At  the  close  of  the  year 


Div., 

case,  212  N.  Y.,  360,  106  N.  E.  92 


33  Cbron.  99:  200  (1914). 
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1914,  the  Union  Pacific  system  consisted  of  the  Union  Pacific 
Railroad  Company,  the  Oregon  Short  Line  Railroad  Company, 
the  Oregon- Washington  Railroad  and  Navigation  Company, 
some  other  subsidiary  corporations,  and  a  half-interest  in  the 
San  Pedro,  Los  Angeles  and  Salt  Lake,  or,  as  it  is  now  known, 
the  Los  Angeles  and  Salt  Lake  Railroad. 


I 


CHAPTER  XIV 

RECENT  OPERATIONS 

Return  on  the  Company’s  Property  Investment 

The  fiscal  year  ending  June  30,  1915,  showed  a  marked 
falling  off  in  revenue.  The  increased  business  stimulation 
consequent  upon  the  European  War  had  not  become  felt,  and 
a  general  business  depression  was  reflected  in  railroad  earn¬ 
ings.  The  net  operating  income  of  the  Union  Pacific  de¬ 
creased  to  $30,180,106.06,  and  the  net  income  from  all  sources, 
not  deducting  fixed  charges,  decreased  to  $43,483,267.22/ 
The  strong  financial  position  of  the  company,  however,  enabled 
it  to  meet  its  obligations  and  dividend  payments  with  ease, 
although  many  other  railroad  companies  were  entering  upon 
a  prolonged  period  of  financial  difficulties. 

The  following  fiscal  year,  ending  June  30,  1916,  brought 
an  unprecedented  revival  of  business,  and  in  that  year  the 
gross  operating  revenues  of  the  Union  Pacific  were  reported 
at  $104,717,005.06,  the  largest  in  the  company’s  history.2 
Net  income  from  operations  increased  to  $40,918,905.51,  and 

net  income  from  all  sources,  not  deducting  fixed  charges 
increased  to  $52,670,649.28/ 

The  continued  prosperity  of  this  company  must,  in  large 
part,  be  attributed  to  the  results  of  the  policy  of  the  manage¬ 
ment  during  the  first  decade  following  the  reorganization,  and 
especially  to  the  continued  reinvestment  of  earnings  in  ex¬ 
tensive  physical  improvements  and  in  maintenance,  during  the 
prosperous  years  of  the  early  part  of  the  twentieth  century. 
It  is  a  matter  of  common  knowledge  that  many  railroads  have 
met  with  financial  difficulties  in  recent  years  because  of  the 


lAnmial  Report  for  1915,  p.  8. 

1916,  p.  8. 

8  Ibid. 
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great  increase  in  operating  expenses,  notwithstanding  heavy 
business  and  large  gross  operating  revenues.  It  cannot  be 
controverted  that,  whatever  the  underlying  cause  or  causes, 
the  return  on  railroad  investments  has  been  small  in  recent 
years,  apart  from  any  questions  of  the  effect  upon  railroads, 
of  financial  organization,  stock  manipulations,  and  other 
wholly  artificial  factors.  In  the  case  of  the  Union  Pacific, 
although  the  percentage  return  upon  its  property  investment 
is  relatively  low  compared  with  other  industries,  yet  such  re¬ 
turn  is  materially  higher,  and  has  been  higher  than  in  the 
case  of  the  great  majority  of  American  railroads,  while,  irre¬ 
spective  of  the  relative  percentage  of  return,  the  absolute 
figures  of  net  income  might  suffer  considerable  decrease  and 
yet  not  endanger  the  company. 

The  company’s  annual  report  for  1916  contains  a  state¬ 
ment  as  to  the  percentage  of  return  for  the  six  years  from 
1911  to  1916,  inclusive,  and  such  return  upon  the  property 
investment  is  given  at  the  following  figures  :4 


Year  Percentage  of  Return 

1911  . 7-i  5 

1912  . 5-87 

1913  . 6.32 

1914  . 563 

1915  . 5-32 

1916  . 7.17 


These  percentages  are  without  reference  to  the  division 
of  the  return  on  the  investment  as  between  the  bondholders 
and  stockholders,  or  as  between  the  several  classes  of  bond¬ 
holders  and  the  two  classes  of  stockholders.  Moreover,  no 
account  is  taken  of  the  income  from  investments,  these  per¬ 
centages  reflecting  merely  the  net  operating  income  of  the 
company  from  its  business  as  a  common  carrier  of  freight  and 
passengers. 

It  should  also  be  observed  that  the  policy  of  extensive 
maintenance  has  been  continued  since  the  dissolution  of  the 


4  Annual  Report  for  1916,  p.  9. 
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Union  Pacific  and  Southern  Pacific  combination.  Numerous 
items  which  had  formerly  been  charged  against  income  were 
and  are,  under  present  regulations  of  the  Interstate  Commerce 
Commission,  charged  to  capital.5  While  a  definition  of  what 
is  a  fair  return  is  not  within  the  scope  of  this  work,  the  fol¬ 
lowing  statement  of  the  company  in  this  connection  cannot 
be  said  to  be  without  foundation.6 

This  (the  percentage  of  return)  indicates  that  even  in  the 
most  prosperous  years  the  return  upon  the  property  employed 
in  transportation  service  is  not  large;  and  considering  the  ab¬ 
solute  necessity  of  expending  large  amounts  out  of  surplus 
each  year  for  improvements  classed  as  “additions  and  better¬ 
ments  by  the  Interstate  Commerce  Commission,  but  which 
do  not  appreciably  increase  revenue  or  reduce  expense,  the 
net  return  on  the  railroad  investment  is  certainly  not  an  ex¬ 
cessive  price  for  the  public  to  pay  for  the  use  of  these  prop¬ 
erties. 


Additions  and  Betterments;  Adamson  Law;  Increased  Divi¬ 
dend  Rate 

After  1915?  that  class  of  maintenance  expense,  which  under 
accounting  regulations  of  the  Interstate  Commerce  Commis¬ 
sion  was  not  chargeable  against  income,  was  nevertheless  not 
reflected  as  a  credit  to  the  general  surplus  account.  A  new 
account  was  set  up,7  and  referred  to  as  “Appropriated  Sur¬ 
plus,”  this  account  representing  expenditures  for  betterments 
and  other  like  purposes,  which,  however,  were  not  of  such 
sort  as  to  increase  revenues. 

Between  1908  and  1914,  inclusive,  it  is  reported  by  the 
company  that  a  total  of  $167,144,929.00  had  been  expended 
for  additions,  betterments,  double  track,  equipment,  extensions 
and  branches,  but  that  this  expenditure  did  not  appreciably 
add  to  revenues,  and  so  was  during  those  years  charged  to 
income.  A  fair  consideration  requires  the  conclusion,  upon 

®  Annual  Report  for  1916,  p.  17. 

•  Ibid.,  p.  9. 

1  Ibid.,  p.  17. 

8  Ibid.,  p.  18. 
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the  basis  of  all  the  evidence,  that  the  property  account  of  this 
company  is  not  inflated,  and  that  it  represents  an  actual  invest¬ 
ment. 

The  fall  of  the  year  1916  was  marked  by  the  passage  of 
the  so-called  Adamson  Eight-Hour  Law,®  passed  at  the  de¬ 
mand  of  President  Wilson  to  avert  the  then  threatened  nation¬ 
wide  strike  of  railway  employees.  It  is  beyond  the  scope  of 
this  work  to  discuss  the  effects  of  this  legislative  interference 
with  the  pay  and  working  conditions  of  the  railway  employees. 
The  act  had  far-reaching  consequences,  not  so  much  because  of 
immediate  results,  but  because  the  precedent  was  established  of 
yielding  to  insistence  and  of  enacting  economic  legislation  un¬ 
der  the  stress  of  political  expediency.  The  statute  was  sus¬ 
tained  by  the  United  States  Supreme  Court.10 

In  1916  the  company  changed  its  fiscal  year  to  correspond 
with  the  calendar  year,  thus  restoring  the  accounting  periods 
that  had  been  in  use  prior  to  the  reorganization. 

In  1917  the  annual  dividend  on  the  common  stock  was 
increased  from  8  to  10  per  cent,* 11  at  which  rate  it  still  remains. 
In  the  same  year  the  entire  surplus  for  the  year  remaining 
after  the  payment  of  dividends  was  appropriated  to  expendi¬ 
tures  made  under  the  Interstate  Commerce  Classification,  “In¬ 
vestment  in  Road  and  Equipment.”  This,  the  company 
explains,  was  deemed  expedient  because  of  the  Revenue  Law 
of  October  3,  1917, 12  which  imposed  a  tax  of  10  per  cent 
on  undistributed  corporate  net  income  unless  invested  or  em¬ 
ployed  or  retained  for  employment  in  business  or  invested  in 
government  bonds.  The  company  reported  that  more  than 
this  surplus  had  been  so  spent  during  the  year,  and  that  the 
specific  allocation  was  made  to  make  the  bookkeeping  conform 
to  the  facts.13 

9  Act  of  Sept.  3,  5,  1916,  39  Stat.  L.  721. 

10  Wilson  v.  Neu,  243  U.  S.  332,  37  S.  Ct.  298,  61  L.  Ed.  755. 

11  Annual  Report  for  1917,  p.  8. 

12  Section  1206,  40  Stat.  L.  300,  334. 

18  Annual  Report  for  1917,  p.  8. 
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Operation  by  Railroad  Administration 


The  end  of  the  year  1917  marked  the  beginning  of  a  new 
epoch  in  the  history  of  this  company,  as  indeed  in  the  history 
of  American  railroads.  The  United  States  had  declared  the 
existence  of  a  state  of  war  with  Germany,  on  April  6,  igiy.1' 
The  increased  activities  following  American  entry  into  the 
war  had  put  a  strain  upon  the  country’s  railroads,  and  it  was 
deemed  necessary  for  the  President  to  take  them  over.  Pur¬ 
suant  to  authority  conferred  by  congressional  enactment,  the 
railroads  of  the  country  were  so  taken  over  by  executive 
proclamation  effective  December  28,  1917,  at  noon,  except  for 
accounting  purposes,  for  which  the  effective  date  was  Decem¬ 
ber  31,  1917,  at  midnight.  The  President  appointed  W.  G. 
McAdoo,  the  Secretary  of  the  Treasury,  to  the  newly  created 
office  of  Director-General  of  Railroads;  and  an  agency  for 

federal  operation  was  set  up  known  as  the  United  States 
Railroad  Administration. 

Under  the  terms  of  the  so-called  Federal  Control  Act,10 
the  United  States  undertook  to  pay  to  the  several  companies, 
as  rental,  an  annual  sum  not  exceeding  the  average  annual  net 
railway  operating  income  for  the  three  preceding  years,  end- 

June  30,  1917,  this  period  being  denominated  the  “test 
period,”  and  the  amount  of  such  average  income  being  termed 
the  “standard  return.”  This  rental  was  to  be  increased  by  a 
reasonable  percentage  on  betterments  and  extensions,  with  the 
approval  or  by  order  of  the  President.  Federal  war  taxes 
were  to  be  paid  by  the  several  corporations;  all  others  were 
assumed  by  the  United  States. 


The  Union  Pacific  presented  a  claim  for  additional  rental, 
based  upon  betterments  charged  to  earnings  after  the  test 
period,  or  so  late  in  it  as  not  to  be  reflected  in  the  standard 
return.  This  claim  was  denied  by  the  Railroad  Administra¬ 
tion,  on  the  ground  that  the  standard  return  was  not  “plainly 


“Jwrt  Rfjohtion  of  April  6,  1917,  40  Stat. 
Act  of  March  21,  1918,  40  Stat.  L.  451. 


1. 


378 


HISTORY  OF  THE  UNION  PACIFIC 


inequitable.”  As  the  company  was  confronted  with  the  al¬ 
ternative  of  litigation  or  acceptance  of  the  standard  form  of 
contract,  it  chose  the  latter  alternative,  and  dropped  the  claim 
for  a  higher  compensation.16 

The  rental  paid  by  the  United  States  for  1918  amounted 
to  $38,416,110.79.  After  making  certain  deductions,  repre¬ 
senting  federal  taxes  and  incidental  expenses,  the  net  income 
of  the  company  from  operations  amounted  to  $35, 356, 790. 79, 17 
as  compared  with  $43,737,767.54  for  the  calendar  year  1917, 18 
and  $44,833,837.87  for  the  calendar  year  1916. 19  On  the  other 
hand,  the  net  earnings  of  the  railroad  during  the  year  1918 
amounted  to  $50,822,1 10. 01, 20  or  about  $12,000,000  in  excess 
of  the  rental  paid  by  the  United  States,  which  excess  inured 
to  the  benefit  of  the  government. 

The  total  net  receipts  from  traffic  carried  by  it  during  1918 
were  larger  than  the  net  income  of  the  company  at  any  period 
in  its  history,  due  to  the  fact  that  the  Union  Pacific  was  the 
shortest  line  between  the  west  coast  and  Chicago,  and,  further, 
by  reason  of  its  easy  grades,  double  track,  and  excellent  main¬ 
tenance,  it  was  the  most  convenient  route  for  the  heavy  volume 
of  congested  traffic.  It  was  the  natural  route  for  through 
traffic,  and  the  long  policy  of  maintenance  had  made  this  road 
able  to  handle  the  increase.  The  Union  Pacific  was  one  of 
the  few  railroads  on  which  the  United  States  government, 
during  the  period  of  federal  operation,  realized  a  substantial 
profit  over  and  above  the  annual  rental  paid. 

The  first  bonds  the  company  had  placed  on  the  market 
since  1912  were  sold  in  1918,  when  $20,000,000  of  6  per  cent 
gold  bonds  were  issued  to  reimburse  the  Treasury  for  expendi¬ 
tures  for  additions,  betterments,  and  equipment  during  19 17. 21 

In  the  year  1919,  the  gross  receipts  from  the  traffic  car¬ 
ried  increased  further,  and  amounted  to  $177,447,698.07,  the 

14  Annual  Report  for  1918,  pp.  7,  8. 

17  Ibid.,  p.  9. 

18  Ibid.,  1917,  p.  8. 

10  Ibid.,  1916,  p.  8. 

20  Ibid.,  1918,  p.  1 2. 

21  Ibid.,  p.  15. 
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largest  in  the  company  s  history.  The  net  receipts  from  traffic 
in  the  same  year  amounted  to  $47, 139,801.3s.22  The  rental 
paid  by  the  United  States  was  slightly  increased  because  of 
certain  adjustments,  and  amounted  to  $39,369,410.92.  The 
profit  to  the  government  from  this  road  during  1919  was 
therefore  in  excess  of  $i5jOOO,ooo.  After  corporate  expenses 
and  taxes  were  deducted,  the  company’s  net  return,  as  the 
lessor  of  its  railroad  properties,  amounted  to  $34,419,2 13. 52. 23 
The  large  increase  in  gross  and  net  earnings,  to  the  United 
States,  as  lessee  of  the  Union  Pacific,  was  attributed,  in  the 
company  s  annual  report,  to  increased  rates  that  were  made 
effective  in  the  summer  of  1918.24 

The  Esch-Cummins  Law 

After  the  termination  of  hostilities,  on  November  11,  1918, 
the  question  of  the  return  of  the  railroads  to  private  owner¬ 
ship  became  important.  After  a  period  of  uncertainty,  the 
railroads  were  restored  to  the  companies  at  12  :oi  a.  m. 
March  1,  1920.  The  return  of  these  properties  was  determined 
by  Congress  in  the  so-called  Esch-Cummins  Transportation 
Act  of  1 920, 25  which  provided,  among  other  things,  that  the 
railroad  properties  were  to  be  returned  to  their  owners  March 
1,  1920;  that  the  government  would  guarantee  to  the  several 
companies  a  return  equal  to  existing  rentals,  for  the  period  of 
six  months  from  March  1,  1920,  and  that  the  Interstate  Com¬ 
merce  Commission  have  the  power  to  designate  rate  groups, 
and  to  fix  rates  which  would,  in  any  group,  yield  a  fair  return 
upon  the  railroad  aggregate  property  value.  It  was  further 
provided  that : 

....  during  the  two  years  beginning  March  1,  1920, 
the  Commission  shall  take  as  such  fair  return  a  sum  equal  to 
SlA  per  centum  of  such  aggregate  value,  but  may,  in  its  dis¬ 
cretion,  add  thereto  a  sum  not  exceeding  one-half  of  one  per 


33  Ibid.,  p.  5. 
u  Ibid.,  p.  9. 

28  Act  of  February  28,  1920,  41  Stat.  L.  456. 
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centum  of  such  aggregate  value  to  make  provision  in  whole 
or  in  part  for  improvements,  betterments,  or  equipment,  which 
according  to  the  accounting  system  prescribed  by  the  Com¬ 
mission,  are  chargeable  to  capital  account.** 

This  Transportation  Act  contains  the  following  naive 
recognition  of  the  problem  raised  by  the  fact  that  two  rail¬ 
roads  operating  in  the  same  rate  group  may  show  widely 
divergent  percentages  of  return  upon  their  aggregate  property 
value.27 

Inasmuch  as  it  is  impossible  (without  regulation  and  con¬ 
trol  in  the  interest  of  the  commerce  of  the  United  States  con¬ 
sidered  as  a  whole)  to  establish  uniform  rates  upon  competi¬ 
tive  traffic  which  will  adequately  sustain  all  the  carriers  which 
are  engaged  in  such  traffic  and  which  are  indispensable  to  the 
communities  to  which  they  render  the  service  of  transportation 
without  enabling  some  of  the  carriers  to  receive  a  net  railway 
operating  income  substantially  and  unreasonably  in  excess  of 
a  fair  return  upon  the  value  of  their  railway  property  held  for 
and  used  in  the  service  of  transportation,  it  is  hereby  declared 
that  any  carrier  which  receives  such  an  income  so  in  excess 
of  a  fair  return,  shall  hold  such  part  of  the  excess  as  herein¬ 
after  prescribed,  as  trustee  for,  and  shall  pay  it  to  the  United 
States.28 

It  is  then  provided  that  of  any  income  received  by  a  car¬ 
rier  in  excess  of  6  per  cent  upon  the  aggregate  property  value, 
one-half  shall  be  retained  by  the  carrier  as  a  reserve  fund,  and 
the  other  one-half  shall  be  paid  to  the  United  States,  to  be 
used  as  a  “general  railroad  contingent  fund,”  and  used  for 
the  purpose  of  making  loans  to  carriers  applying  therefor, 
upon  terms  and  conditions  fixed  by  the  Interstate  Commerce 
Commission.29  Elaborate  provisions  for  advances  to  carriers 
were  also  incorporated  in  the  act.  The  act  also  contained 
provisions  for  the  hearing  and  determination  of  labor  dis- 

29  Section  422,  adding  to  Interstate  Commerce  Act,  Section  15a,  subsection  (3),  41 
Stat.  L.  488. 

37  Ibid.,  subsection  (3),  41  Stat.  L.  489. 

38  Ibid.,  subsections  (6)  to  (8),  41  Stat.  L.  489. 

29  Ibid.,  adding  to  Interstate  Commerce  Act,  Section  15a,  subsection  (10)  ff.,  41 
Stat.  L.  490  ff. 
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putes,  and  for  that  purpose  set  up  a  Railroad  Labor  Board. 
Numerous  other  novel  features  were  enacted,  the  discussion 
of  which,  however,  is  beyond  the  scope  of  this  work. 

This  statute  was  intended  to  ward  off  the  feared  or  threat¬ 
ened  insolvency  of  many  of  the  railroads  of  the  country  and 
it  was  hoped  that  the  act  would  have  a  beneficial  influence  upon 
railroad  finances.  However,  the  statutory  attempt  to  cover 
the  matter  of  “fair  return”  further  complicates  an  already 
complicated  problem,  and  in  attempting  solution,  the  aim  seems 
to  be  to  standardize  the  return  to  6  per  cent  upon  the  property 
investment  and  to  fix  this  percentage  as  an  arbitrary  limit. 
Ihe  intent  seems  to  be  to  assure  a  “fair  return”  irrespective 
of  economic  conditions  or  questions  of  management;  while, 
on  the  other  hand,  the  incentive  of  reward  to  efficient  and 
able  management  is  removed,  in  thus  fixing  this  arbitrary 
hmit.  Popular  outcry  has  been  directed  at  limiting  or  at¬ 
tempting  to  limit  profits  arbitrarily;  and  this  feeling  is  re¬ 
flected  in  this  statute,  which  provides  for  this  limit  instead  of 
recognizing  the  principle  that  the  return  or  profit  is  usually 
irrelevant  and  that  the  important  problem  is  to  fix  and  de¬ 
termine  upon  a  fair  and  reasonable  rate,  and,  this  having  been 
done,  leave  the  question  of  profit,  or  of  loss,  to  be  regulated 
by  normal  economic  forces,  efficiency  of  management,  law  of 
supply  and  demand,  and  like  factors.  This  principle  of  the 
Esch-Cummins  Law  is  unsound  and  must  be  condemned  as 
one  which  would  penalize  the  ably  and  conservatively  managed 
railroad  for  the  benefit  of  weak,  overcapitalized  and  badly 
maintained  systems.  By  reason  of  the  fact  that  high  operat¬ 
ing  costs,  for  labor  and  for  material,  have  followed  the  close 
of  the  European  War,  the  percentage  of  return,  even  in  the 
case  of  strong  roads  like  the  Union  Pacific,  has  not  exceeded 
6  per  cent  upon  the  aggregate  property  value ;  and  this  ques¬ 
tion  has  thus  far  not  been  pressed.  But  in  the  event  of  a 
period  of  reduced  expenses,  or  of  increased  railway  revenues, 
the  matter  would  immediately  assume  a  most  important  aspect 
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The  Union  Pacific,  by  reason  of  its  excellent  maintenance  and 
its  financial  strength — a  condition  that  has  resulted,  not  from 
mere  fortuitous  circumstances,  but  is  mainly  due  to  many 
years  of  able  management — would  be  one  of  the  first  railroads 
to  be  required  to  pay  over  its  surplus  earnings  to  this  so- 
called  “contingent  fund.”  The  Union  Pacific  has  earned 
more  than  6  per  cent  in  a  number  of  recent  years,  and  there 
is  every  expectation  that  it  may  again  do  so.  For  the  calendar 
year  1916,  as  distinguished  from  the  fiscal  year  ending  June 
30,  1916,  the  percentage  is  given  at  7.78  per  cent,  and  for  the 
fiscal  and  calendar  year  1917  the  percentage  was  7.33  per 
cent.30  If  the  earnings  under  government  control,  in  1918  and 
1919,  be  considered,  the  return  would  be  even  higher. 

The  probable  attitude  of  the  company  toward  this  pro¬ 
vision  of  the  Esch-Cummins  Law  is  thus  indicated  in  the 
Annual  Report  for  1919 :31 

e* 

The  provision  above  noted,  requiring  every  carrier  which 
earns  more  than  six  per  cent  of  the  value  of  its  properties  to 
pay  over  to  the  Government  one-half  of  the  excess,  is  a  radical 
departure  in  the  policy  of  the  National  Government  with  re¬ 
spect  to  railroad  capital  since  for  the  first  time  it  limits  the 
returns  which  a  railroad  company  may  earn  and  save  for  its 
owners  out  of  transportation  rates  which  the  Government 
itself  fixes  or  authorizes.  Many  eminent  lawyers  are  of  opin¬ 
ion  that  this  confiscatory  provision  is  unconstitutional  and 
doubtless  its  validity  will  be  tested  when  its  enforcement  is 
undertaken.  One  of  the  evils  of  it  is  already  apparent  when 
even  the  strongest  railroad  companies  are  faced  with  the 
necessity  of  paying  over  seven  per  cent  for  money  with  which 
to  provide  equipment  and  other  facilities  needed  by  the  public 
while  limited  in  their  return  to  six  per  cent  and  one-half  of 
anything  earned  above  that  rate.  The  holders  of  Union  Pa¬ 
cific  common  stock  should  understand  however,  that  even  if  the 
validity  of  the  provision  should  be  sustained  by  the  courts,  it 
does  not  follow  that  their  dividends  would  be  limited  to  six 
per  cent.  The  law  does  not  base  the  six  per  cent  limitation 


80  Annual  Report  for  1019,  p.  16. 

S1lbid.,  p.  5. 


RECENT  OPERATIONS 


383 


upon  the  stock  or  bonds  or  any  form  of  capitalization  but  upon 
the  value  of  the  railway  property  held  for  and  used 
in  the  service  of  transportation  which  of  course  does  not  in¬ 
clude  investments  in  other  companies,  which  in  the  case  of  the 
Union  Pacific,  yield  an  annual  income  of  about  $12,000,000.00. 
Moreover,  of  the  total  funded  debt  outstanding  in  the  hands  of 
the  public  amounting  to  $355,066,170.00,  all  but  $49,203,500.00 
bears  interest  at  the  rate  of  four  per  cent  per  annum,  the 
average  for  the  whole  being  4.24  per  cent;  $99,543,500.00  of 
the  capitalization  is  represented  by  preferred  stock  limited  to 
dividends  at  four  per  cent ;  and  there  is  an  aggregate  corpo¬ 
rate  surplus  of  $208,959,456.00,  of  which  $130,965,901.00  is 
unappropriated  Profit  and  Loss  credit  balance.  Of  course  the 
stockholders  are  entitled  to,  and  the  statute  does  not  attempt  to 
deprive  them  of,  the  benefit  of  the  lower  interest  rate  on  the 
bonds  and  of  the  four  per  cent  dividend  rate  on  the  pre¬ 
ferred  stock,  and  the  income  of  say  $12,000,000.00  per  annum 
from  investments  in  securities. 

Obviously  much  depends  upon  the  value  finally  placed  upon 
the  railroad  property  by  the  Interstate  Commerce  Commission 
under  the  Act  of  1913,  a  work  in  which  it  has  been  engaged 
for  several  years  but  which  is  still  far  from  finished.  In  the 
absence  of  any  such  valuations  by  the  Commission  it  is  quite 
common  to  assume  for  the  purpose  of  estimating  the  “book 
value  or  “Investment  in  Road  and  Equipment”  account  which 
in  case  of  the  Union  Pacific  should  be  very  conservative  as  it 
is  less  than  the  value  of  the  property  as  proven  by  established 
earning  capacities,  even  under  the  low  scale  of  rates  in  force 
prior  to  Federal  Control.  In  fixing  the  value  of  the  railway 
property  for  the  purpose  of  the  statute,  the  very  large  un- 
capitahzed  expenditures  for  additions,  betterments,  and  equip¬ 
ment  and  for  branches  and  other  extensions  should  be  taken 
into  account.  It  seems  safe  to  assume  that  the  inevitable  in¬ 
crease  of  rates  by  the  Commission  to  provide  the  return  au¬ 
thorized  by  the  new  law  upon  the  value  of  all  the  railroads  in 
the  country,  or  upon  the  value  of  any  group  in  which  the 
Union  Pacific  would  be  placed,  will  yield  at  least  six  per  cent 
upon  the  value  of  the  Union  Pacific’s  railway  property  held 
for  and  used  by  it  in  the  service  of  transportation. 

Future  developments  may  result  in  litigation  over  the  con¬ 
stitutionality  of  this  provision  placing  this  arbitrary  limit  on 
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the  profits  of  the  several  companies.  Should  this  provision 
be  sustained  by  the  courts,  it  would  then  be  necessary  to  con¬ 
strue  the  meaning  of  the  term  “fair  return,”  which  means,  in 
substance,  “net  earnings” ;  and  the  whole  series  of  disputes 
and  the  general  uncertainty  due  to  the  doubtful  meaning  of 
what  items  are  to  be  considered  in  arriving  at  net  earnings 
might  reappear  and  become  the  subject  of  protracted  litigation, 
just  as  in  the  earlier  period  of  close  relations  between  the  gov¬ 
ernment  and  the  Pacific  railroad,  the  phrase  “net  earnings”  had 
led  to  frequent  lawsuits  to  determine  its  meaning. 

Thus  far  the  questions  suggested  have  not  been  raised,  the 
principal  attention  having  been  directed  to  labor  features  of 
the  act,  and  to  those  features  which  are  by  many  persons  re¬ 
garded  as  embodying,  in  substance,  a  “guaranty,”  so-called,  of 
a  “fair  return”  upon  the  capital  invested.  The  operation  of 
the  financial  clauses  of  the  act  has  been  relatively  unimportant 
in  the  case  of  the  Union  Pacific  on  account  of  the  strong  finan¬ 
cial  position  of  the  company.  The  broader  aspects  of  this 
novel  statute  and  the  effect  of  this  statute  upon  the  nation’s 
transportation  must  be  left  for  future  determination. 

Post-War  Decline  of  Earnings;  Present  Condition 

After  the  termination  of  governmental  operation,  the 
Union  Pacific  experienced  a  considerable  falling  off  in  trans¬ 
continental  business,  due  largely  to  the  return  to  the  coast 
trade  of  shipping  diverted  during  the  war  to  the  Atlantic  ser¬ 
vice;  but  the  total  revenue  freight  carried  in  1921  exceeded 
that  carried  in  1915  m  an  amount  sufficient,  in  the  opinion 
of  the  management,  to  indicate  a  “healthy  growth.”32  Earn¬ 
ings  declined,  after  the  termination  of  federal  control,  and 
during  the  six  months  following  March  1,  1920,  the  company 
failed  to  earn  the  amount  of  the  rental  that  had  been  paid 
to  it  by  the  government.  The  company  had  accepted  the  six 
months’  guaranty  of  earnings  provided  by  the  Esch-Cummins 


33  Annual  Report  for  1921,  p.  9. 


RECENT  OPERATIONS 


385 


Act,  and  its  earning's  from  operations  fell  below  the  guar¬ 
anteed  rental  by  $4,661,444.06,  according  to  its  Annual  Report 
for  I920.34 

The  Union  Pacific,  in  common  with  all  railroads,  was 
affected  by  the  post-war  economic  conditions,  high  interest 
rates,  and  the  high  cost  of  labor  and  materials;  and  in  1921 
was  affected  by  the  widespread  business  depression  that  fol¬ 
lowed  the  great  business  activity  during  and  immediately  fol¬ 
lowing  the  war.  In  1921  passenger  traffic  on  the  Union  Pacific 
was  reported  to  have  fallen  off  26.9  per  cent,  and  freight  traffic 
was  reported  to  have  declined  30.9  per  cent.35  The  net  income 
from  railroad  operations,  apart  from  investments,  was  re¬ 
ported  for  1921  at  $34,226, 167. 1 5, 36  a  sum  which  was  sub¬ 
stantially  below  the  rental  paid  by  the  government  during  the 
period  of  federal  control.  During  the  same  year,  1921,  the 
percentage  of  gross  earnings,  which  was  represented  by  operat¬ 
ing  expenses,  was  reported  to  be  73.53  per  cent.37 

Recent  operating  conditions,  which  have  very  generally  re¬ 
sulted  in  abnormally  high  ratios  of  operating  expenses,  as  com¬ 
pared  with  gross  earnings,  have  adversely  affected  all  American 
railroads,  and  have  endangered  the  solvency  of  many  of  them. 
The  existing  economic  situation  is  more  far  reaching  than  the 
conditions  faced  by  the  old  Union  Pacific  in  the  eighties  and 
nineties;  and  existing  railroad  labor  problems  are  of  greater 
seriousness  than  ever  before  in  the  nation’s  history.  It  is 
therefore  interesting  to  note  that,  notwithstanding  adverse 
conditions  of  recent  months,  the  Union  Pacific  continues  to 
prosper,  and  the  interest  charges  and  dividends  upon  its  secu¬ 
rities  are  well  within  its  earning  power.  The  long  period  of 
conservative  management  and  the  policy  of  reinvestment  of  its 
surplus  earnings  have  fortified  this  company  against  times  of 
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depression.  Even  though  its  net  earnings  show  a  decline,  and 
even  though  its  earnings  during  1920  and  1921  fell  short  of 
6  per  cent  upon  its  property  investment,  its  financial  strength 
is  not  endangered. 

The  income  figures  for  the  year  1921  were  reported  as 
follows  :38 


Operating  revenues . $181,445,913.01 

Operating  expenses .  131,601,748.57 


Receipts  over  expenses . $  49,844,164.44 

Taxes .  11,720,855.80 


Operating  income . $  38,123,308.64 

Other  income  (rents  and  incidental  operations) ....  1,795,053.84 

Total  . $  39,918,362.48 

Deductions,  rents,  hire  of  equipment,  and  incidental 
operations .  5,692,195-33 


Net  income  from  railroad  properties . $  34,226,167.15 

Income  from  investments .  13,138,087.96 


Total  income . $  47,364,255.11 

Interest  on  funded  debt  and  miscellaneous  charges.  16,063,180.24 

Net,  available  for  dividends . $  31,301,074.87 


Dividends,  at  4  per  cent,  upon  the  preferred  stock  for  1921 
amounted  to  $3,981,740,  and  dividends,  at  10  per  cent,  upon 
the  common  stock  for  the  same  year  amounted  to  $22,22 9,160. 
The  company  reported  that  at  the  close  of  1921,  its  capital¬ 


ization  was  as  follows  :39 

Common  stock  outstanding . $222,293,100.00 

Preferred  stock  outstanding .  99,543,400.00 

Total  stock . $321,836,600.00 

Funded  debt .  379,665,530.00 

T otal  capitalization . $70 1 ,502, 1 30.00 

88  Annual  Report  for  1931,  p.  5 
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At  the  close  of  1921,  the  surplus  was  reported  as  follows:40 


Appropriated  for  additions  and  betterments . $  27,550,040.10 

Reserve  for  depreciation  of  securities .  50,000,000.00 

Funded  debt  retired  through  income  and  surplus...  -?qi  ci 062 
Sinking  fund  reserves .  182,353.22 


Total  appropriated  surplus 
Profit  and  loss . 


$  78,123,923.94 
149,010,957.24 


Total  surplus 


$227,134,881.18 


Purchase  of  the  “Salt  Lake”  Line 

During  the  year  1921,  the  Union  Pacific  obtained  the  com¬ 
plete  ownership  of  the  Los  Angeles  and  Salt  Lake  Railroad, 
formerly  the  San  Pedro,  Los  Angeles  and  Salt  Lake  Railroad. 
This  line,  as  has  already  been  explained,  was  owned  jointly  by 
the  Harriman-Union  Pacific  interests  and  the  so-called  Clark 
interests.  The  Union  Pacific  management  on  April  27,  1921, 
reached  an  agreement  with  Senator  Clark  for  the  transfer  of 
the  remaining  stock  of  this  road  at  the  price  of  $20  per  share 
for  the  stock ;  and  for  the  bonds  it  was  agreed  that  the  Union 
Pacific  turn  over  an  equal  amount  of  4  per  cent  bonds  owned 
by  it.42  Of  the  bonds  so  given  by  the  Union  Pacific  in  ex¬ 
change,  50  per  cent  were  Oregon-Washington  Railroad  and 
Navigation  Company  4  per  cent  bonds;  30  per  cent  were 
Southern  Pacific  first  and  refunding  mortgage  4  per  cent 
bonds;  and  20  per  cent  were  Southern  Pacific  San  Francisco 
Terminal  first  mortgage  4  per  cent  bonds.  By  this  exchange, 

substantially  all  the  bonds  of  the  Los  Angeles  and  Salt  Lake 
were  acquired. 

The  purchase  appears  to  have  been  on  favorable  terms  for 
the  Union  Pacific.  The  management  of  the  Union  Pacific  ad¬ 
mitted  that  the  fact  of  its  ownership  of  one-half  of  the  stock 
“undoubtedly  affected  the  price  paid  therefore43  The  purpose 

40  Ibid.,  p.  a  1. 

41  Supra,  Chapter  XIII. 

42  Annual  Report  for  1921,  p.  15. 

43  Ibid.,  p.  15. 
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and  effect  of  the  purchase  was  to  bring  this  property  under  the 
unified  management  of  the  Union  Pacific  system.  The  Union 
Pacific  now  has  an  entrance  to  southern  California  over  its  own 
rails,  and  its  position  with  reference  to  securing  the  business  of 
this  section  is  correspondingly  improved. 

Whether  the  policy  of  expansion  that  was  so  conspicuous 
a  feature  of  the  Harriman  management  will  reappear  is  an 
interesting  subject  of  speculation.  The  United  States  Supreme 
Court  has  recently  held  that  the  ownership  by  the  Southern 
Pacific  Company  of  the  Central  Pacific  line  from  Ogden  to  the 
coast  is  contrary  to  the  Anti-Trust  statutes;44  but  the  matter 
is  not  wholly  determined,  the  railroad  having  petitioned  for  a 
rehearing.  If  the  Central  Pacific  is  separated  from  the  South¬ 
ern  Pacific,  it  would  seem  that  there  is  great  likelihood  that  this 
Central  Pacific  line  might  ultimately  become  a  part  of  the 
Union  Pacific  system. 

44  United,  States  v.  Southern  Pacific  Company  et  al.,  —  U.  S.  — ,  42  S.  Ct.  496, 
66  I'  574-  Notwithstanding  the  decision,  efforts  have  been  and  are  being  made 

to  have  the  combination  continued,  pursuant  to  the  consolidation  provisions  of  the 
Esch-Cummins  Act.  The  United  States  Circuit  Court  of  Appeals  has  recently  held 
that  the  Southern  Pacific-Central  Pacific  combination  may  continue,  but  whether  this 
decision  will  be  affirmed  is  not  known  at  this  writing. 


CHAPTER  XV 

GENERAL  CONSIDERATIONS 

Summary  of  Union  Pacific  History 

The  Union  Pacific  Railroad  Company  was  incorporated  in 
1862.  It  was  endowed  with  a  land  grant,  a  right  of  way,  and 
given  a  loan  of  government  bonds.  It  was  built  by  a  construc¬ 
tion  company,  the  Credit  Mobilier.  The  work  of  construction 
was  carried  on  at  a  time  of  high  prices,  and  with  a  rapidity 
which  very  much  increased  the  cost  and  the  road’s  capitaliza¬ 
tion  was  almost  double  its  cost.  After  its  completion  the  road 
met  with  varying  fortunes  until  1898.  Its  relations  with  the 
United  States  government  were  of  a  peculiar  nature,  and  un¬ 
satisfactory  to  both  the  road  and  the  government.  From  1871; 
until  1884  the  Union  Pacific  paid  large  dividends  upon  a 
watered  stock.  But  no  adequate  provision  was  made  for  the 
payment  of  its  large  debt  to  the  government.  Jay  Gould  ac¬ 
quired  control  of  the  road  in  1873  and  used  it  to  further  his 
speculative  schemes,  and  in  the  course  of  his  operations  the 
company’s  capital  obligations  were  swelled  by  the  Kansas 
Pacific  consolidation  and  by  the  acquisition,  at  inflated  prices, 
of  the  securities  of  minor  lines.  In  June,  1884,  the  Union 
Pacific  came  under  a  different  management  with  Charles 
Francis  Adams  as  president;  but  the  Adams  administration 
was  unable  to  undo  the  work  of  former  administrations  which, 
besides  making  large  dividend  payments  and  otherwise  mis¬ 
managing  the  property,  had  burdened  the  road  with  a  capital¬ 
ization  out  of  all  proportion  to  its  physical  value  and  with  debts 
which  should  never  have  been  assumed.  When  the  Adams 
management  took  charge  of  the  Union  Pacific,  the  company 
was  in  financial  distress,  due,  as  explained,  partly  to  the  finan- 
nal  policy  of  the  builders,  partly  to  the  operations  of  Gould 
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and  Sage,  and  partly  to  the  relations  then  existing  between  the 
government  and  the  railroad.  These  relations  were  to  a  large 
extent  the  result  of  a  general  feeling  of  antagonism  to  the  com¬ 
pany,  an  antagonism  borne  out  of  the  Credit  Mobilier  disclo¬ 
sures,  and  out  of  the  policy  of  the  Gould  management  in  pay¬ 
ing  large  dividends  without  making  any  preparation  to  meet 
the  company’s  debt  to  the  government  when  the  debt  should 
mature.  The  Adams  administration  accomplished  much 
towards  improving  the  company’s  financial  position  and 
worked  toward  bringing  about  a  better  understanding  between 
the  company  and  the  government.  In  1890  Gould  again  came 
into  control.  In  1893  the  company  was  compelled  to  go  into  a 
receivership,  which  lasted  until  1897.  In  that  year  the  road 
was  sold  under  foreclosure,  the  debt  to  the  government  was 
paid  off,  and  a  new  management  came  into  control.  This  man¬ 
agement,  under  the  control  and  guidance  of  E.  H.  Harriman, 
made  many  improvements  in  the  road’s  physical  condition  and 
otherwise  strengthened  the  road.  The  chief  feature  of  the 
Harriman  policy  was,  however,  the  extension  of  the  Union 
Pacific  control  over  other  lines.  This  extension  policy  con¬ 
tinued  until  the  dissolution  of  the  Union  Pacific-Southern 
Pacific  combination  in  1913. 

The  history  of  the  Union  Pacific  is  in  some  respects  typical 
and  in  some  respects  unique.  Although  it  has  been  only  in  the 
case  of  the  Union  Pacific  and  its  companion  roads,  the  Central 
Pacific,  the  Kansas  Pacific,  the  Central  Branch  Union  Pacific, 
and  the  Sioux  City  and  Pacific,  that  the  government  issued  its 
bonds  to  aid  in  the  construction  of  a  railroad,  other  railroads 
have  received  loans  or  subsidies  in  the  form  of  county,  town, 
or  city  bonds.  Certain  lines  in  this  Union  Pacific  system  re¬ 
ceived  local  aid  in  this  form.  Land  grants  have  been  fre¬ 
quently  made  by  the  federal  government  to  aid  railroads  in  the 
middle  west  and  in  the  far  west,  and  had  been  made  to  other 
companies  before  1862.  Of  the  six  American  transcontinental 
railroads — the  Great  Northern,  the  Chicago,  Milwaukee  and 
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St.  Paul,  the  Northern  Pacific,  the  Union  Pacific,  the  Atchison 
Topeka  and  Santa  Fe,  and  the  Southern  Pacific— all  but  two’ 
the  Great  Northern  and  the  Chicago,  Milwaukee  and  St.  Paul’ 
received  land  grants  from  the  federal  government.  The  gen¬ 
eral  policy  of  the  government  towards  the  Union  Pacific  was 

therefore  no  different  in  this  particular  from  the  government 
policy  toward  other  roads. 

In  their  relation  with  the  government,  the  history  of  the 
bond-aided  Pacific  railroads  is  without  a  parallel  in  American 
railroad  development.  The  relations  of  the  Union  Pacific  with 
t  e  government  have  been  peculiarly  intimate.  The  other 
bond-aided  Pacific  railroads  were  state  incorporated,  while 
untd  i897  the  Union  Pacific  operated  under  a  national  charter. 

ie  Lmon  Pacific  is  the  one  instance  in  which  the  experiment 
ot  having  the  government  represented  in  the  directorate  was 
attempted.  The  problems  which  grew  out  of  the  relations  of 

/  ond'aided  roads  with  the  government  have  been  disposed 
of.  In  the  case  of  the  Union  Pacific,  the  government  was  paid 
m  cash  the  principal  of  its  debt  in  full,  and  all  but  a  small  por- 
lon  o  the  interest.  The  government’s  relations  with  the 
mon  Pacific  Railroad  have  historic  interest,  and  the  events 
w  ie  grew  out  of  this  relationship,  which  was  created  by  the 

“tS  °f  1&t2  3nd  l864,  have  exercised  a  strong  influence  upon 
the  hought  of  the  nation  in  regard  tm  the  general  railroad 
problem. 

The  Union  Pacific  an  Illustration  of  American  Railroad 
riistory 

In  other  respects  the  history  of  the  Union  Pacific,  itself  one 
of  the  most  important  railroads  in  the  United  States,  may  be 
considered  as  a  fair  example  of  the  history  of  many  other  rail¬ 
roads.  While  the  history  of  every  road  has  certain  charac- 
enstics  w  ich  are  peculiar  to  that  road,  the  development  of 
each  system  has  many  features  in  common  with  the  develop¬ 
ment  of  many,  if  not  a  majority,  of  other  systems.  Certain 
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sirable,  and  beyond  which  they  become  monopolistic. 
4.  The  wisdom,  feasibility,  practicability,  and  necessity  of 
government  ownership  of  the  railroads. 


Problem  of  Rate  Adjustment 


1.  There  is  one  phase  of  the  problem  of  rate  regulation 
upon  which  the  history  of  the  Union  Pacific  bears  directly, 
namely,  the  relation  between  rates  and  the  return  realized  by 
the  security-holder.  It  is  frequently  asserted  that  railroad 
rates  should  be  maintained  at  a  certain  level,  or  raised,  in  order 
that  the  stockholders  and  bondholders  may  receive  a  reasonable 
return  upon  the  capital  invested.  Statistics  have  been  pub¬ 
lished  in  commercial  journals,  showing  apparently  that  rail¬ 
roads  pay  relatively  low  dividends,  and  that  many  roads  pay 
no  dividends  at  all.  The  argument  is  then  made  that  it  cannot 
be  said  that  a  schedule  of  rates  is  unreasonable  which  is  barely 
sufficient  to  maintain  some  railroads,  and  which  permits  divi¬ 
dends  only  in  the  case  of  comparatively  few  companies.  Yet, 
in  nearly  every  instance  original  railroad  stocks  were  issued 
without  consideration.  Railroads  have  been  overbonded,  and 
the  tendency  toward  inflation  of  a  railroad’s  securities  does  not 
end  with  the  road’s  construction.  How  the  Union  Pacific  was 
overcapitalized  from  the  start,  and  how  its  capitalization  was 
later  swelled  during  the  Gould  management,  has  been  pointed 
out  in  previous  chapters.1  From  the  example  of  the  Union 
Pacific  it  is  seen  that  the  amount  of  a  road’s  capitalization  is 
10  indication  of  the  amount  of  capital  actually  invested  in  the 
'oad;  and  a  return  which  is  small  measured  by  the  total  amount 
)f  stock  and  bonds  outstanding  may  yet  be  large  when  meas- 
ired  by  the  amount  of  capital  actually  invested,  or  when 
neasured  by  the  road’s  physical  value.  On  the  part  of  the 
government,  the  position  is  now  taken  that  the  fairest  basis 
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traffic,  capital  actually  invested,  difficulties  or  expense  of  opera¬ 
tion,  amount  of  earnings  put  into  improvements. 

So  long  as  railroads  are  privately  owned,  prudent  and 
skilful  management  should  be  permitted  to  reap  the  reward 
of  its  management.  Arbitrary  restriction  of  income  should 
not  be  made.3  It  is  moreover  proper  that  a  policy  or  rule 
favoring  a  fair  degree  of  stability,  and  preventing  frequent 
or  ea^\  changes  in  rates,  should  be  earnestly  supported,  and 
enforced.  Such  policy  is  not  alone  likely  to  promote  prudent 
management  and  the  best  class  of  service,  but  also  to  secure 
that  degree  of  stability  in  relation  to  transportation  rates 
which  is  so  fundamentally  necessary  to  successful  business 
operations. 


Watered  Stocks  and  Bonds 

2.  One  of  the  chief  difficulties  with  the  railroad  question 
in  the  Lnited  States  lies  in  the  problem  of  watered  stock  and 
bonds.  The  inflation  of  railroad  securities  is  well  illustrated 
by  the  history  of  the  Lnion  Pacific.  Railroads  have  been  too 
often  controlled  and  managed  not  as  agents  of  transportation 
engaged  in  the  legitimate  business  of  carrying  passengers  and 
freight  from  one  locality  to  another,  and  thus  meeting  their 
true  function,  public  service,  but  as  instruments  for  specula¬ 
tion.  Besides  placing  a  heavy  burden  upon  the  public,  the 
operations  of  stock  manipulators  have  frequently  resulted  in 
driving  railroads  into  bankruptcy,  and  in  inflicting  great  hard¬ 
ships  upon  persons  who  in  good  faith  have  invested  in  inflated 
railroad  securities.  The  comparatively  recent  Rock  Island 
investigation  has  shown  that  many  reprehensible  methods  are 
*till  employed.  In  the  earlier  period,  among  the  more  promi¬ 
nent  of  many  examples  of  speculative  railroad  management 
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for  but  a  small  fraction  of  the  total  traffic  of  either  or  both 
roads.  It  does  not  yet  seem  to  be  generally  understood  that 
the  prevention  of  combination  of  competing  lines  and  the 
maintenance  of  railroad  competition  are  not  at  all  likely,  since 
the  passage  in  1906  of  the  amended  Interstate  Commerce  Law, 
to  have  more  than  a  slight  influence  upon  railroad  rates;  nor 
would  the  regulation  of  railroad  rates  by  competition  be  either 
wholesome  or  satisfactory.  The  experience  of  railroading  in 
this  country  and  in  other  countries  has,  so  far  as  an  economic 
problem  can  be  established,  demonstrated  that  competition  is  a 
most  unsatisfactory  means  for  rate  regulation  and  is  likely 
to  lead  to  uncertainty,  unreasonableness,  and  instability,  rather 
than  to  certainty,  reasonableness,  and  stability.  The  real  dan¬ 
gers  presented  by  the  consolidation  of  competing  lines  do  not 
lie  in  unreasonable  or  excessive  rates,  but  lie,  first,  in  the 
possible  disregard  by  the  combining  companies  of  the  service 
to  which  the  public  is  entitled,  and  second,  in  the  size  of  the 
combinations  which  would  result  if  great  competing  railroads 
were  permitted  to  combine  at  will. 

Proposed  Government  Ownership 

4.  The  question  of  the  wisdom,  feasibility,  practicability, 
and  necessity  of  government  ownership  assumed  great  impor¬ 
tance  during  and  after  the  recent  war  with  Germany.  This 
question  of  government  ownership  is  only  suggested  here  as 
one  meriting  earnest  consideration.  The  magnitude  of  our 
railroad  system,  broadly  stated,  appears  from  the  following: 
The  special  report  of  the  census  office  on  Wealth,  Debt  and 
Taxation,  published  in  1907,  placed  the  total  aggregate  wealth 
of  the  country  at  $107,104,192,410;  of  this  amount  farm  lands 
and  improvements  comprise  $16,614,647,491 ;  land  and  build¬ 
ings  of  manufactures,  mines  and  quarries,  and  other  business 
property  comprise  $9,843,992,625;  and  railroads  and  equip¬ 
ment,  $11,244,752,000;  giving  to  railroads  about  10  per  cent 
of  our  total  national  wealth.  The  volume  of  the  railroad  busi- 
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ness  has  grown  to  huge  proportions.  Our  system  of  railroads 
was  not  developed  under  any  definite  plan,  but  has  grown  from 
the  first  few  unimportant  roads,  by  addition  of  new  roads, 
from  time  to  time.  The  policy  of  the  United  States  has  been 
to  entrust  the  ownership  and  operation  of  these  roads  to  pri¬ 
vate  individuals. 

There  are  admittedly  weaknesses,  in  the  private  ownership 
and  operation  of  this  vast  and  intricate  network  of  transporta¬ 
tion  lines.  It  is  true  that  competition,  so  far  as  competition  is 
possible,  between  independent  companies  is  not  effective  as  a 
rate  regulator,  and  is  a  danger  to  legitimate  investments  in 
railroads.  It  is  also  true  that  railroads  are  natural  monopolies. 
Many  former  advocates  of  government  regulation,  control,  and 
supervision  have  expressed  great  disappointment  at  the  appar¬ 
ent  failure  of  this  method  of  reaching  the  root  of  the  railroad 
problem.  Railroads  are  so  organized  that  their  stocks  and  the 
immense  properties  these  stocks  represent  may  be  acquired 
through  manipulation  of  the  stock  markets.  It  is  also  true  that 
railroad  corporations  have  been  able  to  wield  great  power  in 
matters  pertaining  to  legislation  and  government.  It  is  true 
too,  that  under  government  ownership,  whatever  profits  might 
result  would  be  the  property  of  the  government  and  not  of 
individuals ;  and  that  whatever  losses  might  be  sustained  would 
be  sustained  by  the  government  instead  of  by  individuals. 

Due  to  considerations  like  these,  there  was  during  the  years 
before  the  war  a  growing  tendency  on  the  part  of  the  public  to 
consider  more  seriously  the  possible  advantages  of  government 
ownership  of  railroads.  Since  our  government  has  grown 
from  the  earliest  settlements  and  colonial  form  of  government 
to  its  present  size,  largely  apart  from  European  and  Asiatic 
institutions  and  government,  we  have  no  example  in  foreign 
governments  that  we  can  safely  take  as  a  guide  in  the  question 
as  to  whether  or  not  we  should  have  government  ownership  of 
railroads.  There  is  not  a  single  foreign  nation  to  whose  form 
of  government,  owing  to  the  great  difference  in  character  of 
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people,  citizenship,  and  institutions,  our  form  of  constitutional 
government,  developed  under  a  progressive  westward  expan¬ 
sion  from  the  Atlantic  Coast  to  the  Pacific,  can  be  likened,  so 
that  the  success  or  failure  of  government  ownership  of  rail¬ 
roads  in  any  one  foreign  country  would  be  of  little  value  to 
us  in  the  same  question  here. 

At  the  present  time  the  United  States  government  is  oper¬ 
ating  the  Panama  Railroad.  A  government-owned  railroad  is 
also  operating  in  Alaska.  The  conditions  in  the  United  States 
proper  are  very  different,  however,  from  the  conditions  in 
Panama  or  in  Alaska.  As  is  generally  known,  the  government 
took  over  and  operated  the  country’s  railroads  during  the 
recent  war. 

Although  the  experiment  was  made  under  war  conditions, 
a  general  dissatisfaction  with  the  manner  in  which  the  roads 
were  operated  developed.  The  danger  of  political  control,  and 
other  serious  drawbacks  to  government  ownership  have  led  to 
a  general  sentiment  in  favor  of  the  continuance  of  the  policy 
of  private  ownership.  It  would  be  beyond  the  scope  of  this 
work  to  discuss  this  problem,  except  merely  to  refer  to  it. 

The  most  recent  attempted  solution  of  the  problem  was 
made  in  the  early  part  of  the  year  1920,  when  Congress  passed 
the  Esch-Cummins  Law,  handing  the  railroads  back  to  their 
owners,  under,  however,  certain  restrictions.  The  operation 
of  this  law,  and  its  effect  on  the  railroads  of  the  country  must 
be  left  to  future  determination. 
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